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ogram 1s designed to enhance small business ac
ppl e fitehnet ifnlgow of privaterenqiioby dampudsnivhdaswd Ik o
ncerns need for the soumadndfimmdciimg tofetthegmrow
pansion, and modernization, andFawhiladl addeagndte
ow of capital to small businesses to stimulate
ogsg apnr i mary objective.

8b e 8,0 It he r08p wiewat €1l y o wn e dl iacnedn sneadn aSgBI1dC sS B /
g small businesses private capital the S
e SBIC borrows at favorabdeteastetshd¢calle
e (loan obligation). SBICs pursue invest
, nd stages of investment. Some SBICs spec
s nvest more genenr al lpya.r tMocsutl aSrB Is@sa gceo nocfe ni ti
up, expansion, or turmnaround) and geographi

SBI Ccprolgataimynvested oFOkiolmmidn eidn adbmaltl $bus

h t'hes BBrAe of capl3btialll EXR2& 1I8dBAa bomimi $ted t o
r a2nStdeiel 181 on in SBIC small busine2%bihbeetnh ment
m private capPbthli dorinlfimahl ofgSifowes d¢s .
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zed to provide to.PSBIL-C4dl3tdoh e$ 4C obnislolliiodna tferdo
i akt i @,n si Maatngoaushetd otfheout st anding leverage ¢
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2B. Imill8]7i S¥mell Business Investment Opportu
ed the amount of outstanding leverage al/l
mAtlHeirs worry that an expalddsd aBbE npregsam
ederal deficit. In their view, t he best me a
h, and create jobs 1isfecderracld afciecsacbanls i ness t a
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Members have also proposed that the progran
tage small businesses, which are generall
ng a relativelhPulhiigl pgdhtee Otbhiagnlat MadmS BA B t ¢ =
syleeaad ,a efairt ey st age SBI £rreenqiutiiractdi vteo. 1 Havrelsyt
0% of their investments 1in early stage sn
neeeadr poshitdwe cash f1ow f{Th$nB Ao psetroaptpieodns i n
pewngmsfloreada hky st aagéeivi®8 B2 C1 7.
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SBIGrogram Overview

The Small Business Administration (SBA) administ
businesses, including 1 oan gusaraacncteys sp rtoog rcaanpsi ttaol
programs to increase small business opportunitdie
businesses, homeowners, and renters to assist t h
entrepreneurial e dmecsast i foonr maot iadsknstiasatlds vei xtgphh mbisuisioisnt e |
Small Business Invepsogmeam. Company (SBI C)

Aut horized9®y Phle. S&na 11 Business I nvSeBsltCnent Act

program is1Tm@dpsogaeceand ostiemohoamy the geattratabnd t
business segment’byhetemdl ani pgtadmd fd wpvp lofmepmrtiivmg
equity captietranl laonadn Ifowingdsi mwéhsi c hc smadrdns need for
financing of thend fhams imlksisr opreawtth ,onsxmansi on,

which are not availdable in adequate supply.

The SBIC prograddwessccenc¢cedns oraised in a Feder
Congreisdenthiifanpdin the catpatmlf mpdkwewghseé dtoad ]l ong

small bdheeneepodst n dst eldo atnh aptr ‘dtghrma tSseBddw ¢ roe pr ovi di n
sheretrm and 4tetenr meddate when such loans are unav.
insti”@mdi ¢ ha td itdh en o8B Apq wivti > Efqiuniatnyc ifnignnancing (or

capital) 1is money raised by a company in exchang
Ownership 1is represented by owning shares of sto
financiadt d nsnramstock. Equity financing allows

incurring debt, or without having to Trheepay a spe
Federal Reéss errevpeorBioacrodncl uded there wogramndod fo

“stimulate the availabiliy afsdcapi thlesfubds ines:
accessteomlbhingancing ‘Fandidquityngi nhecifdogw of ca
b us i nteos ssetsi mmualt ai¢oenoanlh my nrbeamati SeBJ] C pBso gpgrdmar y
objective.

Th®8BA does not makien dsmallt.l b nypien ¢cpanciavsast vwiltyh o wn e d
and managed SBICs licensed by the SBA to provide
capitalhahen8Bd Lt d r e gaunlda twirtyh cfaupnidsal()called 1 ev
borrows at favorable rates because tAse ofBA guara

lu. s. Small Business Admi n9Congressional Budge(J8sHfidajion ant FY28lc al Year 201
Annual Per for m24pathttps:Rnwavy.sba.gogitestigfapltfiles/aboutsbaarticle/
SBA_FY_2019_CBJ_APR_2_12_post.pdf

215U.S.C. &61.

3 U.S. Congress, House Committee on Banking and Curr@megil Business Investment Act of 19%§ort to

accompany 38651, 8% Cong., 29sess., June 30, 1958, H.Rept:BHBO0 (Washington: GPO, 1958), pp. 4, 5.

41bid., p. 5.

5 Small business investment companies must invest in small businesses, which are defined as those with less than $19.5

million in tangible net worth and average aftax income for the preceding two years of less than $6.5 million, or

businesses qualifyings s mall wunder the SBA’s NAICS industry code size

Congressional Research Service R41456 - VERSION? - UPDATED 1
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Sept e3nbedr0 It hed0sl iweamsed SBICs particdipating in t
FY2®1 the SBASpriolvliidoend i$n 1'everage to SBICs.

In recent years, some Members of Congress have a
a means to stimulataetecjoonbmi BFar7ta Mdhhgrl and cr e
Consolidated Appropriations Act, 2014, increased
authorized to prowmnide omon$ SaPbdC.411143lo4 B4 Gohds obidate
Appropriations Aatmouih@Gl ®@,f iomdmsdamnadd ntghd everage ¢
SBIC licensen coddthedlt o mbs/f ami tgneé€ funds 1 imit) t
from $22°F nmialdPi bhnloSh7, $mell Business Investment Op
2071 i ndtrheea saemount of out st a mdi nSgBdduoyt eSrla7gse mmillll o voen
from $150 million.

Others worry that an expansted aSIB]l ¢ npregsemtdhaeulfd
deficit In their smaw, thhis imests, mpamsnott ® & scsoinsotr
create jobs is to reduce business taxes and exer

Some Members and small business advocates have a
additional assistascemadblsbasinpssed, ewhiyghstag
relatively risky investments but alsbomns having
examqbﬂlei,ng”(lohneglﬂ.els%aZrSIdﬁ.R., 3dhe Smalll Business Inve
Enhancement and Thaaxw eRteHdtrdhifz eAdtmji nweuw rdtion to est
separate SBI C sprsggablalmi files seddibtgi omrt of the Obar
Admi ni $st rSattairoomup Amer i ca I nit tyaetairv,e ,$ 1t hbei 1SIB A ne set a:
stage SBIC initiativaerrdkemquild@dlbRacdtdaelagts S5DFe oF Bl G«=
invest mdmyt sstiageeasmal |l businesses, defined as s me
positive cash flow from operations in any fiscal

Th®$BA s taocpcpeepde avp gl i ¢ a natrs]l yf osrtiangied i SaBtI2[0Bnk 7

addi tniodmne tltHe wWiBtAh8d,r e w a proposed rul0el 6publ i s he
to amend the i‘motc¢atiwveattwi pehkanmcdtent part of t he
progtfhhe SBA indicated thatbiecawistthdeey e mmuap

6SBA, “ S BI (FisdlrYeagRata for the period ending September 30, 201Bttps://www.sba.gowdrticle/
2018hov/16fiscatyeardataperiodendingseptembeB0-2018
7 Ibid.

8According to a U.S. Government Account Abdoit70%300of( GAO) repor t
187) of debenture SBIEsthe most common SBIQiIRd type—were managed by 69 multiple licensees in 201#he
proportion of debenture SBICs managed by multiple licensees has sharply increased, rising fron?aoR0@5 to

about 700 in 2014.. For debenture SBICs specifically, multiple licensees alsreased their share of total SBA

leverage during 2002014. These SBICs held abou®24f SBA leverage in 2005, but about¥4f the

approximately $7 billion in SBA leverage in 2014from 2009 to 2014, no more than 2®f multiple licensees

reachedhe therapplicable $225 million leverage limit The Small Business Investor Alliance and some SBIC fund
managers told us they believed the leverage limit nonetheless has a significant effect because it deters some SBIC
managers who want to substariarow their fund over the lonterm from continuing to participate in the program

SBIC characteristics, including geographic distribution and management demographics, were largely similar for single
and multiple licensees. Multiple licensees, inhte aggregate, demonstrated better investment performance than single
licensees from 2005 to 2014 S e ¢Small BWiness Investment Companies: Characteristics and Investment
Performance of Single and Multiple License840-16-107, January 27, 2016, g§.10, 11, 13, at
https://www.gao.gowdsset880674813.pdf

9 The proposed changes would have allowed early stage applicants to apply at any time, similar to other SBIC
applicants, instead of fnduring limited time frames identified in the Federal Register (which the SBA has published

on an annual basis since 2012); allowed early stage SBICs to obtain an unsecured line of credit without SBA approval
under specified conditions; allowed an apgtion from an applicant under common control with an existing early stage

Congressional Research Service R41456 - VERSION? - UPDATED 2



SBA Small Business Investment Company Program

fundbkiagpto the Early Stage SBIC initiative, t he
results, and the comments to the proposed rule d
Early Stage”SBIC program.

This reportSBdfampiswgeruanmhdrepserfidocwning on SBIC el
requiriemeadstsme,nta nadc tpirvoigthyta mi s¢lat des ¢ iicsf or mati on c
SBsdebenture SBIC program, payitmpaicgatinwvg sstanewmrt i ts
prog(rtaanr gredeimsge ruved markets and communities faciori
capiatnadlay 1 yS BlItCGi gieni ti ati ve

Thiepoatso discusse¢ hlhe ¢ iitsdcardahatsghnee X f mmmsu a 1
leverage the SBA eistoauStBh200tmeazxendlautmo u ptr oovfi dout st and
leverage allowed for two or mdre SBIC licenses u

SBIC Types

There are two ntvegpsetsmeonft SBImpsamc tsod i 2@ hceld ofidtehe
Business Investment Act ofoibD§gBpahsgsegmdmded SBdCs
Invest ment compaacttisonid@heae)dSpoetcd talnl ei Saecdt ,S neaal 111 eBd
I nvest ment( SCBMptesupasowmi di ng financing to small b
“wWhose participation in the free enterprise syst.
di sadv¥%¢atgiceon 301 (dp. wa2sOL&¥4 heaDedi bys Consolida
AppropriationkdAcbPi vil99dn (Dj Rriokger aSmmsa 111m pB uosvienneesnst
of 18963 result, n oh anveew bSeSeBil @ic stlsauresedn sskdlsm wl@9v9eo6r |

e x 1 sStSiBnlgest“eer and f"famddet eded to remain in the progr.

With few SRBRe€EptamdsS SBIltChse asrlacimgsi bbijleictty tree qui r e me n
operating rules andtefSBbQastuinddsd. tToh erSeBflfedrs et,o tbhoet |
an 8 SBI Cs .

Fi ve types odx iDebeniures B1 @&yBatthgestmerf B 1 C s earlystage
SBICs receive leverage tHRDeobliegrht wrhes iasrsea achectket odb ld

SBIC that has outstanding debentures or debenture c¢commit me
commitment of 100% of regulatory capital or $50 million, whicheveess,|to 100% of regulatory capital or $75

million, whicheverislesSee SBA, “Small Business Investment Companies (¢
Federal Registe26875, June 11, 2018;a8dB A, “Small Business Investment Companie:
I nit i aFedevabRegdiste®407564080, September 19, 2016

PSBA, “Small Business Investment CledepahRedisteR6875,IuBd1d,) ; Early S
2018

111n addition, S. 2831A bill to amend the Small Business InvestmAaot of 1958 to provide priority for applicants for
a license to operate as a small business investment company that are located in a disagisrianealuced on April
21, 2016, and reported favorably, with an amendment, by the Senate Comm&i@albBusiness and
Entrepreneurship ollay 24, 2016 The bill would require the SBAdministratorto give priority to an application for
a license to operate asS8ICthat is from an apptant located in a disaster area. The bill would also prohibBBiAe
from including the cost basis of any investment made by a SBIC in a small business dooatsdin a major disaster
areaduring the ongyear period beginning on the date of the disaster declaration determining if that SBIC has
reached its levege limit.

12p . 92595, the Small Business Investment Act Amendments of 1972.

13 A debenture SBIC maigsue and have outstanding both guaranteed debentures and participating seravitte
that the total amount of participating securities outstandagsnot exceed 200% dffs private capital Seel3C.F.R.
§107.1170The SBA stopped issuing new commitments for participating securities on October 1, 2004.

Congressional Research Service R41456 - VERSION? - UPDATED 3
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ssued by SBICs and hPatticipating scoutities Blt € dr dge it he S E
everage through the 1ssuance of participating s
referregpeegquactiyities, often in the form of 1in
r debwintthiriest erest payabl e®Bankdwnednooleveraged e xt ent o
BICs do not %Tehdei we ploavte faogenses on the four ty]
eceive leverage from the SBA

= nnoms — =

SBIKlIigibility Requirements

ASBIC can dbeimrgmmisgteat e alsi miittehd rp ar tcomeampsolriap i (on!
limited liability company (LLCs must be organize
by relatively small grmamyrpediftoilwonlgeladh n d(nAw d snt or s , a

30 are wholyl commead, al banks. A few SBICs are ¢
st ol k.

One opfratmhye criteriaSHlo@®@ hpgpwowabhgtiredamaaagement . T |
reviews aapdr caspppercofyicveea nSaBke@nema s d dp suopfoens s i on al
capabilities and character.C’sSpneacniafgiecmaelnlty ,t et ahm aSnB
looks for

T at leapsitne¢wpal s with substantive and analogou

experience

T realized tracketaoacasd bfisedpemiamn overall ev:
appropmitatatqwa per formance measures;

T evideascter momfighh us i ne s sa mpidnovpeosst anlddneta 1o fffleor vs
in the Bameaspmeoptoosed for the new fund,;

T a cohesive managmmleamme it temdmy a swh it dhfl acr o f
king together;
r
1

<
o
-

f managerial,propechhioahlexperihence that can ac
portfolio company level; and
T a demonstrated ability to manage cash fl ows ¢
will bearecpmefilyobhasis
1413 CF.R. 810750.
15 |bid.
16 Commercial banks may invest up to 5% of their capital and sutplpartially or wholly own a SBIC. Bank
investments in a SBIC are presumed by federal regulatory a
Reinvestment Act purposes. Jeé. 90104, the Small Business Act Amendments of 1967; The Board oéfaovs
of the Federal Reserve Board, “FBdaralRégistBh06s,iMaye9s1968;lamdv e s t me nt C
SBA, “Small Business I n SmallBusinessNoteB0®ddmata ni es ( SBI Cs ), ”

http://www.smallbusinessnotes.cdmséinesdinancessmaltbusinessnvestmenicompaniessbics.html H.R. 2364
thelnvesting in Main Street Act of 2017, would increase to 15% the 5% limit on commercial bank investments in
SBICs. The bill was favorably reported by the House Committee on Small Business on June.15, 2017

17SBA, Fof SBIC Applicants: Phase IlI: Licensing®ew, #t https://www.sba.goebntentphaseiii -licensing

review,

8SBA, “For SBI (hasAb IpitialiReview t kitpst//Rww.sba.gogbntentphasei-initial-review.

Congressional Research Service R41456 - VERSION? - UPDATED 4



SBA Small Business Investment Company Program

SBIC Application Process

Applyi 8B8IfCodedbenturestldgemsecdss,a magditrnining

wit h

the SBA Management Assecsasnmemtn Qudsgtiiadnnaiomea e(f MA @

fee 0f.19'$116,Q1ﬁIﬂasiitrrioaoludes, among others, quest.i

ons

1T the sfulnedgal name and the name and addresses o
persns;

T the simwe stment strategy (including geographi
diversification osft rsaetceugryi,t ipersi ntaor yb et yupseesd, whe
be primarily an equity or debt investor, etc.

T the managsmiemtt optreoafmnsds i onal experience;

T the simwe st memakdagifpinomedsal origination to ]
monit;oring

f thfeusdeconomics (includi’sngcar rdietkhrdi mptteiroens to,f t
formula used to calculasepmhnagementhdé¢ees anc
allocation of fees between the fund and any 1
entities, detashstioantchenpmgncompdsns earn out :
partner;s hip, etc.)

T t hfeusdcapitalization (including investment st
agent has been or will be hpiarretedy, information
borrowing arrangements, etc. ) ;

T t hfeusdgernance structure (inacnlduding an organi

T a Yy6ar financial ®forecast for the fund.

After rece’d vampmpglat dtneet fboemrm s f Pr bgr S BMADevel opment O
reviews ;ashsee sMsBAdQs t he i’sn vpersa pmoesgahlt cionhpsa hg progr am
mini mum requirements anple rmamrangse memit,ti iganlh hduen gdait li io
making referenard tpdephmase aawrdistt em recommendat
I nvest medst Ihivveisstimbpennt Commi ttee ( c dinvpiossicodn )o.f s en
I f, after reviewingPtrbegr MAQDerwdl 6 pamke 8 BAOdH i cehe
I nvest mentc olhocnhmidtetse,e by majority vote at a regul.
invest menst mamepgenme nt t eam may abmea nqugalmefite ¢ efaar i
invited 't oheddhed¢qdBrAt ers 1 ni4Wesbhonngt oneg wmBCLf fofolhh
©®SBA, “Small Busines-Adhinwi st me tréderal Repigtebl 1452486 2November

13, 2017. An applicant under common control with one of more licenses must sulittiéa request to the SBA, and
the initial licensing fee, to be considered for a license and is exempt from the requirement to submit a MAQ unless
otherwise determined by the SBA in its discretion.

20 A control person is generally defined as someone thitlpower to direct corporate management and policies

2! General partners in most private equity and hedge funds are compensated in two ways. First, to the extent that they
contribute their capital in the funds, they share in the appreciation of the &esetsd, they charge the limited

partners two kinds of annual fees: a percentage of total fund assets (usually in the 1% to 2% range) and a percentage of
the fund earnings (usually 15% to 25%, once specified benchmarks are met). The latter performesna |zt

“carried interestand is treated, or characterized, as capital gains under current taSadéfS Report RS22717,

Taxation of Private Equity and Hedge Fund Partnerships: Characterizati@awfed Interestby Donald J. Marples

23BA, “SBIC Management Assessment Quest ihtpa/ivai.sbagod nd Licens

contentApplicationforms

Congressional Research Service R41456 - VERSION? - UPDATED 5
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the interview, the Investment Commisymprowioded & o
“Gr e e n”lLleitgthetr forimmplrloy eiendvittoi ndhe final 1icensing
process

Once an applicant rectethocappl Geearetm tLypgheallkytlas
raise the requisite private“hkecaepistahn. tBDwrcihn gvitthi ¢
applicanB8BI €ondact,h sanngd cplracswiedse s "Fuindhdndd cas snaed
occurs whaact¢thes SBA caopnpplliectaentl i censing applicati
updated SBA Form 2181 and complete SBA Forms 218
raising sufficient private,canplirfEtrke(ln,,zt‘b(DOhy(hldinrgeceives
aSBI C Ifiocre ntshee f i r 8 kedtsxe imgiptn s b st lhifery oMA Q 1

submitse iltdhcee s s @8 nc e

As di sbceulsosweadw ap
progr aemar layn dCi a g
The e
assis

plications for théempacticecnpetitmg
tei 8Bl ve are no longer being acce

ligibility requirements and application pro
tance fromtahreSBéECdi x provided in

SBICapital Investment Requirert

Debent ure SBICs
P.L:69®fithorized the SBA to select companies to p

purchase debentur e sprforvoind et haodsdei tcioommpaaln ifeusn dtso t o i
businesses. Initially, debenture SBICs were requ
least $300,000 to participate in the SBIC progra
DebenStBulrfass e now hegueineg@griovtmenacta pifétaamii lilnivoens
(called r e g®Tlhaet oSrByA chaapsi tdails)c.r et i on to license an
capital of $3 million if the applicant has satis
viable busimnesrsojpelcatni nrge apsroonfaibtlayp Ipe operations, a:
for achieving regul at oAy L3a0p% doafl e befntaur d e BEC $5
regulatory amdilteaavie maugdta cboammpa £ F lodni at €sd wi t h t he
manmgeatnd unaffiliafalds ov,i ttho ema@the ofsharme gull % toofr ya S
capital may come from state or local government
BSBA, “Small Busines-Adhinwis t mae théderal Refigte21 P, Noverdber 13,

2017.

24 The final licensing fee is $20,000 from December 13, 2017, to September 30, 2018; and is scheduled to increase to
$25,000 from October 1, 201®, September 30, 2019; $30,000 from October 1, 2019, to September 30, 2020; and
$35,000 from October 1, 2020, to September 30, 2021. The final SBIC licensing fee is in addition to the initial SBIC
licensing fee (currently a combined total of $35,000). Beigig on October 1, 2021, the SBA will annually adjust both

the initial and final SBIC licensing fees for inflation. See ibid., p. 52185.

S3BA, “SBIC Program: Fiscal Year Dat httpst//oww.shalgeaitiped r i od endi n .
2018hov/16fiscalyeardataperiodendingseptembe0-2018

2613 CF.R. 8107.200.
27 bid.

2813C.F.R.8107150
2913C.F.R.8107230.
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Participating Securities SBICs

.-34® 2 he Small Business Credit and Business Oy
IV, the Small BusinessauEdqwirtigzeldnlthrc SBeAn tt
i patPianrgt isceicpuartiitni ge ss. e cruerfietrireetdy, p eeeqsueietdye € tna b §
by SBICs in the form of limited partnersh
t payable only to the extent of earnings.

B v oo
- @ e —

4, the SBA established th€ 8BBP{ Porticipat
age the formation of participating securi:t
p and earl yT hset aSgBeA scmalalt ebdu st ihnee spsreosgr am t o |
ment gap created ’sbyf otchuesa SoBnl-Caitlded esmmall pr o
ks eSBA stopped issuing new commitments for
gdmans ntgo aempd ot he pPogram, which continue
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SBA stopped issuing new cpmmmdmiehysbdoauypart
gerxapme ri enced a pr ojdeucrtiendg Itohses s ewafre I$y2 m&th0bGisl i1 n o n
hnol ogy ssttaargeu ps manldl ebaursliyne s s e satl ashta tmucihneo f
BA founhHethats payable by SBICs for participa
ficient to cover the projected™ ke S$BAses in
tinued to honor i1its existing,cowhriotetments to p
owe d continuscopecatriwensesr B@wEved, ttohe ompl
c c
s
e

o —S B o o o

t

ial rules concernin§8BAimomuodvicaguittdyl ,i dvi qsuti id

recent years, ome Members have expressed 1int

W program d on certain aspects of the SB
e

sin®ss

oS —®u o ®n T 4 N~ o —
co0o BT o E o " o B BB

30U.S. Congres, House Committee on Small Busind3syate Equity for Small Firms: The Importance of the
Participating Securities Progrand 039" Cong., ® sess., April 13, 2005, Serial No. @0 (Washington: GPO, 2005),

pp.5,33;andBBA, “SBI C Pr ogr ains: tFhAQss t7a.t uWhaotf t he Participating Se
https://www.sba.goegbntentfags
31SBA, “Offering Circular, Guaranteed 4.727% PaPSticipating S

20091 0 Bebriary 19, 2009t https://lwww.sba.goebntentsbicps200910-cusip-83164tepa

3213 C.F.R.8107.1500 A SBIC that wishes to be eligible to issue participatiegurities must have regulatory capital

of at l east $10 million unless it can demonstrat-e to the S
term with a lower amount, but not less than $5 million. B3€.F.R.8107210. It must als maintain sufficient

liquidity to avoid a condition of “Liquidity Impairment, ”
divided by total current funds required) of less than 1.2.18€2F.R.8107.1505. The only type of debt, other tha

leverage, than a SBIC that has applied to issue participating securities or have outstanding participating securities is

permitted to incur is temporary debt. Temporary debt is defined astehmrborrowings from a regulated financial

institution, a rgulated credit company, or a roggulated lender approved by the SBA for the purpose of maintaining

the SBIC”s operating liquidity or providing funds for a pa
borrowings, notincluding leveragga y not exceed 50% of a SBIC’s leveraged cap
be fully paid off for at least 30 consecutiveatays during
debt for 30 days. Sek8 C.F.R.§107570. A SBIC issuimg participating securities is required to invest an amount equal

to the original issue price of such securities solely in equity capital investments (e.g., common or preferred stock,

limited partnership interests, options, warrants, or similar equityuimsints). Se&3 C.F.R.§107.1505.

33U.S. Congress, House Committee on Small Busirigscommittee Markugf Legislation Affectinghe SBA Capital
Access Programd 11" Cong., ® sess., October 8, 2009,Bbc. no. 111050 (Washington: GPO, 2009), pp.1D, 11,
187-194, U.S. Congress, House Committee on Small BusifessCommittee Hearing on Increasing Capital for
Small Businessl11" Cong., ¥ sess., October 14, 2009, H.Doc. no.-DE1 (Washington: GPO, 2009), pp. 1, 2, 40,
98; andU.S. Congress, lise Committee on Small BusineSspall Business Financing and Investment Act of 2009
report to accompankl.R. 3854 111" Cong., ¥ sess., October 26, 2009,Rept. 111315 (Washington: GPO, 2009),
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The SBA is mg hemgemommms gments for participating

participating securibtedcauhsSsdBFrCd ebeaanget k.o mpi 6 gne a

As Ddpt e mbedrd h3e0r e2 pvaerrtei ci patingnsddher iStBil €s pI BIgCs

wi tlh®n$i 1 1i on in outs*¥Panmdiimg padp intparkee artierqiuitisrkesd $ BI
have regulatory capital of at least $10 million.

mi 11

agtpabl mustthome ummd il ¢ i at dsd nwaintahg atdheen tf un d
iliatedAWsdbh eocmoa® BEs@ arre guld % toofr y capital
state or lo%¥al government entities.

Impact Investment SBICs

ion in regulatodymonptitaldeitfhaheildicensbe £a
long term with a |l ower amount. In this circu
ower t BPAtn 18eDa%naiolplairotni.ci pat i'sme gud @t roirtyi @sn dS BT
r
f

On Aprile7SBAO&dhpouuhced it was establishing a §$1
initiative (up to $150 million in leverage in FY
year thereafter unt-idcé¢heedi mmpacts rreequueidreeddy nttoS BB
invest at least “WhWchftahget fAremamcbphgseritical n
underserved markets and communitie¥Thaeaeseng barri
areas 1nitially incHedsedrbedinemmaenitloeat¢dsidede
the education sect or>?I mpnadc tt hien vcehsetemmernetq aSiBglyCdss ¢ ot &
a minimum private capitabhndnasestmahjeof a0 thest
as deBSBidit€wemeerning the source of the funds.
Initially, an impact investment SBIC could recei
2013, the SBA announced that it waismpaecteasing t
investment o SHIoE. mill

pp. 3, 4, 1012.

¥SBA, “SBIC Program: Fiscal Year Dat httpsf//oww.shalgeaitiped r i od endi n.

2018hov/16fiscalyeardataperiodendingseptembeB0-2018 There were 149 participating securities SBICs at the

end of FY2008, 127 at the end of FY2009, 107 at tltkc FY2010, 97 at the end of FY2011, 86 at the end of

FY2012, 63 at the end of FY2013, 53 at the end of FY2014, 46 at the end of FY2015, 41 at the end of FY2016, and 33
at the end of FY2017.

3513 C.F.R.8107.210.
3613 C.F.R.8107150.
8713 C.F.R.8107230.
38SBA, “Impact I nv athtpsyevww.sbd godgltesietaultiiles/iles/”

Impact_Investment_Call_for_Action.pdindSBA, OffceofCongr es si onal and Legislative Aff.

with t hduyd3p20lbor , ”

39 The SBA defines underserved communitiesossdr moderate income (LMI) enterprises located in LMI Zones, as
defined in 13C.F.R.107.50Q qualified low-income commury investments (QLICIs) located in leimcome

communities (LICs), as defined by the New Markets Tax Credit (NMTC) program@rR2R.1.45D-1(d)1;rural

business concerns located in rural areas as define@.iR.R.4290.502; andsmall business concerloated in
economically distressed areas (EDASs), as defined by Section 3013 of the Public Works and Economic Development
Act (PWEDA) of 1965, as amended, 42 U.S.C. 3161

OSBA, “SBA Announces $50 Million 1Incr eMilioerBuMainiish in its SBI

Impact Invest ment hips/wdw.sba .gowontentsb&annoaneesd million-increasematchits-
sbicearly-stagefund-and 70-million-bumpits. Also, effective October 1, 2014, among other changes, the SBA
eliminated the progr amfiscatydarleveragercap; ddded advanced marufaaturing tothe p e r
list of eligible sectors; provided eligibility to businesses that receive Small Business Innovation Research or Small
Business Technology Transfer grants; and permitted, through December 1, 2014, existing debenture SBICs to apply to
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Ni niemp a ¢ t i nvewetrnee nltt sSeBnls@s@ 1 1, towi@en i2n0 124001 2i, n
20)]5and t WbAsi no f2 0Sle6p2t08]mbtehre y3 Oma na § O i mbren t hman $
assets and h8ld madJe sbtdma¥n@8hs siiempnavcets S BuleGst i nvested
$1 68mi 1 1 3&nmailnl bifsinesses

On SeptemberSBMr, ow2i0dle7d ntohtei c e ttoh aptr oigtr awno usltda kneoh ol
accepapplicationsimp oicibvee s Billeictoms @d¢ after Novembe
The SBA al s o awmanso uwictehdd rtahwaitn gi ta proposed rule, pu
that woul d ihmapvaec tp rionvviedsedading nt i FtBa ICe bemwrfdages qualif
private equity fund managerso wtihe SBIP®Tchperso @ma m.oc
SBA indicated phapaddaitt icomwma obft tehéemtiovn $§ hr & he

ben ¢*Tihtes SBA also indicated that few qualified SI
progr am, and thas amanyxyigpfanttlse wopmudglr dmve applied
“regardless of the existencd® of the [impact inve

Ear bBtyage sSBI C

On April 27, 2012, the BclBehalRegidieck s ¢ hb l§ B hifinlglaitho m ul
early stageioBl®€e $150 million in leverage in FY
leverage per fiscal year ®Adementi emetdhrep iSdBvAt hwes Il y
is no longer seekieng Inye v taapgpel iScBalnCt si nfiotri atthiev e .

Earsltyage a$rBelqCsi red to invest at | sasatgeS5S G%adfl t hei

businesses, defined as small businesses that hav
operations i%hl na nmrye cfoigsnciatli oyne aorf. wti hteh hiingvheesrt nreinstks ai :
early stage tshma liln ibtuiddsteiovee @idn cnleuwd er e gul at ory pr ov
to reduce the risk that an early stages SBIC woul
recovery prospect ¥ Fohoelkd mpl ¢e f @ wrlkelqyoisracadg.et oS BT C s
more regul(aatto rlye acsaty ih$ta2a0l dei bl el,ni tommea StBIiICsve st ment S
least $andthipbhronpjpatiag beauti$ heaelnsSoBIsCuwsj)e ¢ tThe

optinto the program if they meetthem gr am’ s re §eer SBAnt § SBA Expands Impact Inyv
September 25, 2014, lttps://www.sba.goaboutsbasbanewsroompressreleasesnediaadvisoriessbaexpands
impactinvestmerd#fund.

41S B A lmpatt Investment Fund Grows Threefold J a n u a r yhttp&:/fvyww.sbd.gbdontentimpact

investmenffund-growsthreefold S BA, “ Di r e ¢t o r Nttps/fvww.shiepgaebntentBirBetors , ”  a't

impactsbics and SBA, <« Sthips// wihi.sha goWindingprogramahvestmenicapital#paragraptl.

2SBAOf fice of Congressional and Legis | Detenbee20, A8 airs, “Corre
“SBA, “Small Business Investment CledepahRedisteR687%, JuBell) ; Early S

2018 Impact investment SBIC applicants would have received a 60% discount on the licensing fee and a 10% discount
on the exanmation base fee. They also could have simultaneously applied as an early stage SBIC not subject to the call
and timing provisions identified under 13 C.F.R. 107.300. The proposed rule also imposed certain penalties if an
impact investment SBIC did not adbeo its impact strategy or impact investment SBIC rules. See ibid; and SBA,
“Small Business I nvelsntpmecntt S(BetlefatReatigteB®0656 46 rFebruary 3, 2016.

“SBA, “Small Business Invest menitveClltdepdhRedisteR687%, JuBellC) ; Early S
2018 The SBA indicated that due to the risk associated with this class of SBICs the proposed rule was expected to
increase the cost to all SBICs by increasing the annual fee by approximately 6.1 basis points.

%5 |bid., pp. 26874, 26875.

SBA, “Small Busines s—FHanrvleys tSnteangtfedéeBaiRByista5M3 s25050April 27,
2012.

47 |bid., pp. 2505125053.
48 |bid., p. 25043,
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topescial distribution rules to require pro rata |
distributions of profits to tanpd o vii dleads dleasgse 1 n
(up to 100% of regul at ortyracna pdeetbSeBalnCds$r Spla rmtiilcliipoant in
securitfep SBIZTOO0% of 75 gmillatioomy maaxp intudmll ,pef% 1 S BI (
million for two or more SBICs underumgotmemon contr
200% of r e gul7antiolrlyi ocna)pmatxailmu nf

On May 1, 2012, thdnSHehdepnudlla Rbhgida tae mfpitriscte annua
cal vefhomre capital fund managerlsi ctean sseudb miatr 1 ayn satp
SBI“Thithiyee venture capitahpphndatsobhmmatediptesl
these materials were examined and interviews hel
that 1t had issued GfoeemalLl g hniton Vfeitliea glsitcheoen ssei x f u
applisdation

The SBAecondththndaddhmtAtblucal l s for venture capita
submit an application to become a licensed early
February 4, 20],4,aanarFuaabtrma]e@,pF’EZ:OtRf@éﬁy

Fivé 63hevesftumdhsapgpl i ed to partwempammedcdmrtilye pr o
stage SBPAs lofceShespet. 8, mbtehre 3f0i,v e2 Oelar 1 y 5slt.adge SBI Cs
million in privla8tdemiltiaomi tigamla,$ BrAetceegi dvhehdd m$8 Ir la ig @ n

i n onudtisntga ¢ o mmi t me $26 3 Mmi laInif2 1 snnvam s¢ ts ebdli §2.i08]

early stage 4S7Bulidsl Bdnmeaiknt e ¥ $i nesses

On Septembehel 9 BA2fpniobtliicseh eodf apropofFederal emaking
Rgi swleirc h ipmrcolpuwdiesddtgoe stahrel v s i ageti @Blk@€e mat er i al
i mprovement s ”atndd ttthrea otr orgaraen qual i fiThearly stag

49 The deadline for completing the festep application process fapplicants with signed commitments for at least

$15 million in regulatory capital and evidence of their ability to raise the remaining $5 million in regulatory capital was
July 30, 2012. The deadline for all other applicants was May 15, 2@pBcants must first complete a Management
Assessment Questionnaire (MAQ), then, if invited, complete an interview process, then receive a Green Light letter,
and, finally, submit the SBIC license application, consisting of SBA Form 2181 and SBA FornE2&82BA mal§
Business Investment CompanieE a r 1 y St a gkedeflREdi5teR577525779, May 1, 2012.

SBASBA’s Growth Capital Program Sets Record For Third Yeani
Businesses in FY12&t https://www.sba.goebntentsbasgrowth-capitatprogramsetsrecordthird-yearrow; and

SBA, “The Small Business Investment Conpp2laty (SBIC) Program:
https://www.sba.gogitestiefaultfiles/files/SBIC%20Program%20FY%202012%20Annual%20Report.pdf
58SBA, “Small Bus i nenies—Hanrvleys tSnteangted€RaliRByiate7490874913, December

18,2012;SBA “Small Bus i nes s—Hanrvleys tSnteangtredERaliREyistaf66s, Fefuary 4,
2014;SBA, “Small Busines s—Hanrvleys tSnteangtedERaBRegiGten i8E56ApEI 3, 2014

SBA, “Small Busine s—sEalrnlvye sSttna8fteedetilERbgipter, V51679 January 12,

2015;anS BA, “Small Bus i ne s—sEalrnlvye sSttmedieedeRiBRbgiptar, 5085684,

February2, 20%.

22§ BA, “Small Business I nve s FedetahRegis@h4asg, Marchel8, 20E5aandSBA,St age , ” 8

Of fice of Innovat i oSBICEarlydStabennnevationtfRPeograni httgstl/viwilv.sba.gogites/
defaultfiles/articlesOll_Early_Stage_Slide_Deck_January_2016.pdf

5%sBA,Of fice of Congressional and Legi sl Decembee202@f airs, “Corre

“SBA, “Small Business Investment 8IkedepahRegiste64076&M0,C) ; Early S
September 19, 2016. The proposed changes were based in part on feedback received on an earlier, advance notice of

proposed rulemaking. See SBAS mal 1l Business Invest meFaderalRegisipldO34, e s —Ear ly St
March 18, 2015The proposed changes would have allowed early stage applicants to apply at any time, similar to other

SBIC applicants, instead of only during limited time frandestified in theFederal Registe(which the SBA has

published on an annual basis since 2012); allowed early stage SBICs to obtain an unsecured line of credit without SBA

approval under specified conditions; allowed an application from an applicantaomligron control with an existing
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BA at tihnadti ctaigmeed, nt i on t o c omtnidd mdfsitiyaeda ri ni tiativ
t e P°m.

As menpiovnicdbBAy stopped accepftadarhg me®WBdgpltangeatio
initi@da®ilme addntlwme tlhle, WsBOAR 8 rSeewp ttehneb e r 19, 2016
proposteldatr uilmcl uded provisions designed to encou
init¥ative

Ke¥eatuRegudfar SBIC Types

Tablperovides five key fexsdabe®SBdiCsgadmtgiudistha tnigng h
secufSBi,fenpact investamelnteaSBlyCstage SBICs

T the minimum amountbofiinapitatensquired to o
T the amount of SBA leverage that can be recei\
T the nature of the investments provided;

1T a description of the 71 &quierveemeangtes; faonrd repayi
T any profit participation requirements.

Table 1.Key Featuresofthe SBAS6s Debenture, Par andtmpgetat i ng Sec
Investment Debenture Programs and Early Stage Debenture Initiative

Participating

Security SBICs Impact Investment Early Stage SBICs
(no longer SBICs (no longer (no longer
Program accepting new accepting new accepting new
Requirement Debenture SBICs investments) applicants) applicants)

Private Capital $5 million minimum  $10 million minimum  $5 million minimum  $20 million minimum

SBA Leverage 200% of private 200% of private 200% of private 100% ofprivate
capital up to $¥5 capital up to $¥5 capital up to 475 capital up to $50
millionper SBIC or  million per SBIC or million; limited to million
$350 million for two ~ $350 million for two ~ 100% of private
or more SBICs or more SBICs capital during any 12
under common under common month period:
controla control

Investments Broad range of Broad range of Broad range of equity Broad range of equity
equity investments  equity investments  investments but investments; at least
but generally later generally later stage  50% in early stage
stage and mezzamin and mezzaninet small businesses (no

least 50% in positive cash flow in
undersered markets any fiscal year prior
and communities to first financing)

facing barriers to
access to credit and
capital

early stage SBIC that has outstanding debentures or debent
leverage commitment of 100% of regulatory capital or $50 million, whichever is less, to 100% of regulsitahypca
$75 million, whichever is less.

5SBA, “Small Busine s(SBIQ);Eary Staganitiative, “C bedepakRegiste84075

September 19, 2016

%SBA, “Small Business Investment CledepahRedisteR6876,9Ud1d,) ; Early S
2018
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Participating

Security SBICs Impact Investment Early Stage SBICs
(no longer SBICs (no longer (no longer
Program accepting new accepting new accepting new
Requirement Debenture SBICs investments) applicants) applicants)
Leverage Interest andSBA SBA paid interest to  Interest andSBA Standard: 5 years
Description annuakharge bond holders; SBICs annuakharge payable interest reserve
payablesemiannually only owed and semiannually through required, interest and
through maturity repaid SBA out of maturity SBA annual charge
profits payable quarterly

through maturity OR

Discounted: interest
and SBA annual
charge discounted for
first 5 years plus the
0stubdé per
interest and SBA
annual charge payabl
quarterly thereafter
through maturity

Profit None SBA typically None None
Participation received about 8% of
any profits
Sources:U. S. Smal | Business Administration, Of fice of l nvest
Investment Companies6 January 2012; U.S. Small Business Administra
May 2, 2012; and.S. Small Business AdministrafiolSBA Announces $50 Million I ncreasete

Early Stage Fund and $70 Million Bump in its Impact Investfnanh d , 6 J u nhéps:Bvww.2b8.dod , a't
contentsbaannounces0-million-increasematchits-sbicearly-stagefund-and-70-million-bumpits.

a. Alicensed debenture SBIC or a licensed impact investment SBIC in good standing, with a demonstrated
need for funds, may apply to the SBA for leverage of up to 300% of its private capital. However, the SBA
has traditionally approved maximum of 200% of private capital. Also, a debenture SBIC licensed on or
after October 1, 2009, may elect to have a maximum leverage amount of $175 million per SBIC and $250
million for two or more licenses under common control if it has invested asteb0% of its financings in
low-income geographic areas and certifies that at least 50% of its future investments will bencdave
geographic area®.L. 114113 the Consolidated Appropriations Act, 2016, increased thaltiple
license/family of funds limit to $350 million from $225 million. The act did not addressbkiple
licensa/family of funds limit for financings in leamcome geographic areas. Presumably, SBICs would apply
the $350 millionmultiple licensg/family of funddimit for all of its financings, including those in lowome
geographic areas.

SBIC Invest meBussi niens sSensa 1 1
SBICs provide equityimwapartiadug owasma, |i balsudieng eb

T purchasing small business equity securities (
limited partnership interests, me mber s hip 1 nt
or joint venture interests) ;

T making loans to small businesses, either 1ind:c¢
other private or public lenders>® that have a

5713 C.F.R.8107800. A SBIC is not allowed to become a general partner in any unincorporated business or become
jointly or severally liable for any obligations of an unincorporated business.

5813 C.F.R.8107810; aml 13 C.F.R.§107.810.
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T purchasing debt securities fvemtibilad libtus., ne

or have rights to purch®and, equity 1in the

T providing s malblj ecuts itme gasansanteonef their
obligationsnow aseddiitakred with the SBIC

S m

mo n

<

L

r
C

SBICs are subject to statutotrlye amadthwereeqg udifppooyede

investments. For example, SBICs are not all owed

T directly or indirecttlhya psrooviialtee sf i (na.ng.i,n go ft foi
directorsyeesnd emplo

f control, either directly or ind®Prectly, any s

T invest, without SBA approvatlhpimowvate han speci
(regulatory) capital in securities, commi t met
bussnés. g., SBICs are not a lhlparwevda tteo 1 nvest 1
capital in any tdmen vsemat lme nbtu spil mens si nicfl udes t wo
tiers of $BA leverage);

f invest in farmland, uni mproved | and, or any ¢
Magr Group 65 (BReahdBsdadaduefBi)X’hde Classifica
Manual, with the exception of title abstract
brokers, @n d managetrs ;

T provide funds for small businesses whose pri:r

didegctor indirectly providing funds to others
factoring, or leatemp kBaguipmenthomoapd ewnigs i on

maintenant®eror repair;

T provide funds to a small business 1f the
foreign Yperation.
5913 C.F.R.8107.85. Debt securities are instruments evidencing a loan with an option or any other right to acquire
equity securities in a small business or its affiliates, a loan that by its terms is convertible into an egoity poait
loan with a right to receive royalties that are excluded from the cost of money.
6013 C.F.R.8107.80.
6113C.F.R.8107.730
6213 C.F.R.8§107.865. The period of time that a SBIC may exercise control over a small business for purposes
connected wth its investment through ownership of voting securities, management agreements, voting trusts, majority
representation on the board of directors, or other wise
control was initially acquirecdy r any earlier date specified by the ter ms
prior written approval, a SBIC “may retain control for

is
of
suc

f un

complete divestiture of control or to ensure thefihaacl st abi l ity of the portfolio compan

63 A tier of SBA leverage equals the amountad8 B 1 @rivate (egulatory capital.A SBIC approved for less than

two tiers of SBA leverage must not invest more than 20% of its private capital inanyonesmaliBusi i f t he SBI C’ s

plan contemplates one tier of leverage and no more than 25% of its private capital if its plan contemplates 1.5 tiers of
leverage. Se#3C.F.R.8107740; and SBA “ Ame r i ¢ a n Rehvestmenkctof2009:dndplementation of
SBIC Program Changes, actingassociateadmifistratonforHnvastment, tH AllsSkalln s ,
Business Investment Companies (SBICs) and Applicants, May 4, 2009, p.

6413 C.F.R.8107.720.

65 |bid.

66 |bid. A SBIC may provide venture capital financingdisadvantaged concermesigaged in relending or reinvesting
activities (except agricultural credit companies and banking and savings and loan institutions not insured by a federal

agency). Without SBA approvahte s e financings, at the end of the fiscal
capital. A disadvantaged concern is defined simall business thé at least 50% owned, controlleahd managed, on
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The SBA also regulates the interest rates and fe
on loans, debt secufities, and equity financing.
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b perrsi oaddnpn uml)t Kteheels dSBeiAr tsutr ef i ve years, plus
sth% SBWAerage fee. As a result, these 1nt
d, freeing SBICs from the requirement to
aSnbhanal fees on LMI debentures for the fi
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OSIB8I C 0 9mmavdees téme n t s 1in s mal]l businesses l oca
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s Fmer gy Savisng hlze bpeunrtpuors®€n corfg ynaska wmigng Quali fied
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a dayto-day basis, by a person or persons whoseécfyzation in the free enterprise system is hampered because of
social or economic disadvantage

67 The SBA has a general interest rate ceiling of 19% for a loan and 14% for a debt security, with provisions for a

higher interest rate under specified circtamses. See 13.F.R.§107.855. A SBIC is allowed to collect a

nonrefundable application fee of no more than 1% of the amount of financing requested from a small business to

review its financing application, a closing fee of no more than 2% of the amidiimareing requested from a small

business concern for a loan, charged no earlier than the date of the first disbursement, and a closing fee of no more than

4% of the amount of financing requested from a small business concern for a debt security eeegqtiiy financing,

charged no earlier than the date of the first disbursement. A SBIC is also allowed to charge a small business for
reasonableowf-poc ket expenses, other than management expenses 1inc
apgication. See 1¥.F.R.§107.860.

68 SBA, “Small Business Investment Compariiés} Federal Registe5264, September 30, 1999

69 SBA, “Small Business Investment Compariie®} Federal Registe6264152646, September 30, 199MI Zones

are areas located mHUBZoneg an Urban Empowerment Zone or Urban Enterprise Community designated by the

Secretary of the U.S. Department of Housing and Urban DevelopanBuotral Empowerment Zone or Rural Enterprise

Community as designated by the Secretary of the U.S. Department of Agricaiitaea of low income or moderate

income as recognized by the Federal Financial Institutions Examination Caurectounty wittpersistent poverty as
classified by the U.S. Depart menSeeb3C.FREO7SG ul t ure’s Economi

S BA, “F oBackgr®&hddnformation on Low or Moderate Income (LMI) Debenturés a t
https://www.sba.goebntentiow-or-moderateéncomelmi-debentures
"SBA, Of fice of Congressional and Legislative Affairs, “Co:
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reduce tbasumpt érvem eowfa brloen esn @Emgeyr gy sSaivwvicreg Debent
arset ructured as a disMIdehendeaben texraempsd iemi It ahre rteo a
interest payments or $BXeanyerualkl ofathe , Farrigle St
plus the stubdpdrisd di rskseutawvneceen dtahtee and the next M
paymen® date

Leverage

Leverage Drawdown

ASBlag plies fior tthien SBclilaclv darsasgies)d'SaBnkc et badi t i onal
commitment to reserve “f otshpee ¢SiBffiGct Wdrfeo wudste .o f 1 ever
applicatioaSBIsC adprparwosv eddoown t he leverage as 1t ma

The SBA accepts draw applicati®BA LppmoSBd Cshda wi
aw, 1t 1ssuesaSaBIpGlyéndeanhtn vaopupcrhoevra It onot i ce ). The
s a term of approximately 60t adadrsawnfdumdsovamn es
ily basis.

o
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[

ebenture 1is executed in conjunbcatmlolhepwtiadh ®ach
BBderal Home LoadwhBahkpodviChieiwaigioher $Bl €Eundi
aiSIBI'sC debenture(s) can be pooled with others a
urs every six mont h¥Duedalg Mhrec hendheatnikhe pte e mb &
rges a SBIC the London Interbank Offered Rate

o o

o O

SBA determines the size of the debenture poo
.“t Alel debentures schedulmrmd pwowolbed ptowd e@tdh amr eb y
called the Investment Tr ust “hahnidc,h aiss mana
] ftrthgg oScBcAurssi,gns an agreement with the Tr us
al paymentsntueesniTheheopfiebhethderbsecurit
debentures and i1issues mnew securities cal
t certificatesAnt oo fifnevreisntgo rcsi ricnu Itahre ipsu bilsi
s of ‘talvea itlrawsitl icteyr,t it thiec ateasms of t he s ec1
ng how tfey can be purchased.
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ts occurize¢thet SBAhasgauSBbCs a 3% origimnat
anfdor peaarcthi ci pating security issued (1% at c¢commi:t
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72p.L. 110140, the Energy Independence and Security Act of 2007, §1205. Energy Saving Debentures.

73S B AEnergy Saving Debenture:  F A Qttps:/fivwvi.sba.gogbntenténergysavingsdebenturesags

7413 C.F.R.8107.110.

SBA, “Funding the SBI C Htpss/wwwasha.gosbicfundingsbicprogranwlhe’ SBA is

required by statute to issue guarantees “at periodic inter

shorter intervals as it deems appropriate, taking into consideration the amount and number of such guarantees or trust
certifi cates.” See 15 U.S.UC. § 687 m.

®SBA, “Funding the SBI C tpsdwwwasha.gosicfundingsbicprogranw, > a't
T bid.

78 To view recent SBIC debenture offering circulars see SBABI C Debentures Offering Circula
https://www.sba.gdizategorylendernavigationgbaloan-programsgbicprogramprogramdataperformance/
informationtru-1.
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to exceed 1.38% for debentures and 1. 46% for par
wheih 1is fixed at the time of the leverage c¢commit
feekate adjusPed annually.

Debent urlee S8ddge Requirements

A 1 1 cdeenbseel®itBU1Ce in good standing withappldyhmtomstr at
SBA for finanvwecraddieps s o0s BOAeof]l eHowpvemvattehe aPBA
has traditionally fapprovmaxidebmnahr20 GBI Cate cap
no fund management team magmeuxnctcaddBhevalddgeable

million pe&rSiSBlI Coando$ two or more licenses unde
Debenture SBICs obtain -glueavrearnatgeee df rdoenb etnhteu rsea lpea rotf
certifigqaneant®8BA debemtustecpattiifcecicpdattsomay hav:«
years, although omluarame eccut sdtedbredhitmg eSBPATr ticipat
a term exceand nal 11 0r eyccaamts public offe¥ings have
DebenturnnaeSBle@suired to make semiannual payments
semiannual paysmeatnsuoah ¢her §8B8A and a lump sum pr
investor s#SaBtl Cma taurei tayl.] o-gadraoatpedpdgb8RAures wi
HoweverguarS8BAeed debenture must be prepaid in v
prepaid on a semiannua$t peyment (dateredhyp debent
mar ket conditions -gadrretahseu riiynetseerzetsrtti hrea®tei noef olf0 t h .
Also, as mentioned previously, LMISyedabsntmdesd Oar
years (plus the stub period).

Because the SBA guarantees the deddeenbteunrteu,r ei nves:-t
aritpiad raottiafSi optposed to others available on th
likely to accept a lower coupon (intetfsest) rate
guar #Asce.rksuSBLC prodBdsd zahamcwetse avapital and
reducceoss ti tosf raising additional financial resour
Because debenture SBICs are required to make sen
and semiannual psa yaamennutasl ocnh atrhgee ,S BtAhe t snend t o f o

7913 C.F.R.8107.1180; and13 C.F.R.8107.1210. The annual fee for debentures at the time of the leverage
commitment in FY2019 i6.094%. The annlifee was 0/42%in FY2015, 0.672% in FY2016, 0.347% in FY2017,

and 0.222% in FY2018. The participating securities program is no longer issuing new leverage commitments. See
SBA, “SBIC Pr ogr a rittps:/Amw.sba.dodoCumengupporiobjectobjectannualcharge

8013C.F.R.81071120; 13C.F.R.8107.150; and SBA, “American Recovery and Reinve
I mplementation of SBIC Program Changes,” letter from Harry
Investment, to All Small Business Investment Companies (SBICs) and Applicants, May 4,.2009, p

81 One debenture has a term of 10 years and 29 weekS. Bek, “Of fering Ci,Guamhteed , $1, 192, 23:
2.829% Debenture Participation Certificates, Series SBIC-2005 B, ” Se p t e ohtips:fwwil.sba.go? 0 1 5, a't
contentsbic201510-b-cusip831641feO.

82SBA, “Small Business I nv SmallBusiness Nate2ddpai ni es ( SBI Cs ), ”
http://www.smallbusinessnotes.cdrsinesdginancessmaltbusinessnvestmenicompaniessbics.htmj and SBA
“For S BI C:Fingneirlg Optians Explainedat https://www.sba.goebntentfinancingoptionsexplained

8313C.F.R.§107.5Q and13 C.F.R.§107.1150

84 The coupon (interest) rate on SBA debentigdsmsed on the igear Treasury rat@djusted to the nearest 1/8f

1%) plus amarketdriven spread, currently about-80 basis poits. Seel3C.F.R.810750;, and SBA, “Trust
Certificate Rat es: hf8Iwvew.dbadoeonentirusteertificateratessbit-delemnturepools

Thecoupon rate for thenost recent sale @f SBAdebentureertificate, which took place on March 14, 200@s

2.507%.
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mi-d nd dtagga small businesses that
cash flow have resources availabl
interest payments or dibusdendsseld
seeking exappa fsailo nf.or

have a positiyv
e to make payme
nwimahypoanstanee

Participating ILSeevceurraigtei eRsesqSuBilrCe me n't

Al though the SBA is no longer issuing mnew commit
aut horized t o arcocne plti caenn saepdp 1piacrattsifcoimp aftei vnegr asgeec uor fi
to 20t0Mp oifvat PAlcsmgw, famd management team may exce
maximum amoumtB7TH fmil khieongpdémii SBI €&n afidr $t wo or mo
licenses under common contr ol

Participating securities SBG@Gy ambttaidneodritdcdmpagd
securities. The SBA pooled thguseaer patrdecdcipattingi p
secur iitfiiecsa tceesr,t representing an undivided intere
public offerings. SBA participating securities n
public offerings had a specified a term of 10 ye
TheweeB3é& public ofgfuiariamg ceadf pIBAicipating securit
start of the participating securitié€snptogram, a
SBAuaranteed participating s edcuar itteirens ocfe rlt0i fyiecaart
was offered to investors on February 19, 2009, W
2009 .

SBIC participating securities certificates provi
dividends on pestfeomean sitmeckme i mdmrd, or a priori
limited partnership equal to a specified interes
principal payd\pant izt pmdtimgi sgcurities SBIC is ot
pampe n‘omly to the extent it has suffi®lident profit
participatinigs secabld¢itte WBEL any required payme
paymenbesdhal f. Because startupofatndn eamamrd ynaett aigrei tsir
profitable, the SBA incl udedoflfaenrgiunagg ec iirnc uiltasr sp atrl
“anticipates that 1t will .bpa yxmelntesd fuoro nt hreo uSBInCEs
early years of thrd ] ti'dvxepse dottfs stuoc hb eS BrleGsmbur sed [ b
amountsupdéd its guarantee over®the life of a pa

85.S. Congress, House Committee on Small Busirgss)|l Business Financing and &stment Act of 200%eport

to accompanyd.R. 3854 111" Cong., ¥ sess., October 26, 2009,Ref. 111:315(Washington: GPO, 2009), p. 11;

andSBA, “ S B C:FRAQ@sb8gWhatrinvestment styles and fund types fit besttwithe S BI C aPr ogr a m? ”
https://www.sba.goebntentfags

8613 C.F.R.8107.110.

8713C.F.R.8107.500;andSBA “Of fering Circular, Guaranteed 4.727% Parti
Certificates, Series SBH2S 200910 A, February 19, 208 pp. 7, 14, athttps://www.sba.goebntentsbicps-2009
10-cusip83164tepb

8SBA, “Offering Circular, Guaranteed 4.727% PaP3 icipating S
20091 0 BRebriary 19, 2009. 2, athttps://www.sba.goebntentsbicps200910-cusip83164tepa

891bid., pp. 2, 3. Also, sed.S. Congress, House Committee on Small Busilrdgte Equity for Small Firms: The
Importance of the ParticipatinSecurities Programl 09" Cong., ® sess., April 13, 2005, Serial No. 109
(Washington: GPO, 2005), p. 5.
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Because the SBA guaranteed the ceratSiBfliCcat e, inve
participat itnigf isceactuer iatsi eosp pcoesre d t o ot hers availab
more likely to accept a lower payments rate than
guarﬁontee

In adpgattiioaipating securities SBICsvast more | ik
startup and early stage small bapsairnmtescsiepsathencgaus e
secufSBfsCersequired quarterly payments to investor
investment . Because parati criepqauiimegd steac uma ke etsh eSsBel
payments, they areasmatbubagbagmepfospscoa for gr
profitability rather than,posiitfiledwasmpmects for h

As Soefpt e3hb e8r0 It he S BAuvdnadmwmtues tamding unpaid prinec
ofl08bi Il 1ion in SB®DmM ldleiboenn tiunr eSSBT 3 par¥.7cipating s
milliodthein SpSrB.G md d®Glihreg S BA also had an outstandi
$34billion in 8BREMidlelbiemrt virresot her, pPrimarily SSB

Impact Invest mentReSBuliG elneevnetrsa g e

The SBA aebdlhlemlpact Investment 28BdCgdmidgnads vef cri
national pricemistey viemdc Imadikeg sumdd communities f ac
credit 4%Qidn claupliyt a2l6., 2011, the SBA announced t ha:H
lichameawarded to InvestMi®thigan! Mezzanine Fund

% The coupon rate fahe most recent salef a SBA guaranteeplarticipating securities participation certificatehich
took placeon February 8,200, was4.72®6.SBA, “ Of f e r iGuayant€ed 4.72%% Rarticipating Securities
Participation Certificates, Series SBRS 20091 0  Bebrtary 19, 2009, p. 1, https://www.sba.goebntentsbic
ps200910-cusip83164tepa

91U.S. Congress, House Committee on Small Busir&ssll Business Financing and Investment Act of 2@rt
to accompanyd.R. 3854 111" Cong., ® sess., October 26, 20049,Rept. 111315(Washington: GPO, 2009), p. 11;

andSBA, “SBIC Program: FAQs 7ci pVhtaitng sS¢ dhwer sttiaed usPodgt dm? Paat
https://www.sba.goegbntentfags
23BA, “SBIC Program: Fiscal Year Dat htpst//www.shalgeaitiped r i od endi n .

2018hov/16fiscalyeardataperiodendingseptembeB0-2018 As of September 4, 2018, the six Specialized SBICs
had private capital of $65.7 million. Of theSpecializedSBICs five had no outstanding financings guaranteethisy
SBA and one, withprivate capital of $49.4 million, had $56.7 million of outstandiBBA guaranteedebenture
borrowings See SBA;* Of f e r i n g923(05010@0GUaranteged 348% Debenture Participation Certificates,
Series SBIC 20180B, September 13018, p38, athttps://www.sba.gowfticle2018kepl7/sbic-201810-b-cusip
831641fl4.

BIBA, “SBIC Program: Fiscal Year Dat httpst//oww.shalgeaitiped r i od endi n .
2018hov/16fiscalyeardataperiodendingseptembe0-2018

“SBA,“I mpact Investment Small Busine p.4,athttpsv//evewshacgogttes/Co mpany ( “ !
defaultfilesfiles/Impact_Investment_Call_for_Action.pdf

BSBA, “SBA Licenses First Impact I nvhitpsy/umesha.goebnterdbbai n Mi c hi g a 1
licensesfirst-impactinvestmenffund-michigan Thelicense was dated April 25, 20IMlezzanine financing is a hybrid

of debt and equity financingndis typically used to finance the expansiorankxisting business. firovides the

lender the right to convert to an ownership or equity interest in the company if the loan is not paid back in time and in

full. It is generally subordinated to debt provided by senior lenders such as banks and venture capital companies.

Anothe license was awarded to SJF Venturvdsich has offices in New York, San Francisco, and Durham. It

reportedly will serve a licensing and oversight role and will not receive leverage from th& SB&BA‘chooses firm

with a cleartech profile as its neve¢ investment partnewashington PosMarch 8, 2012, at
http://www.washngtonpost.contusinessin-smaltbusinesgbachoosedirm-with-a-cleantechprofile-asits-newest
investmemnipartner201203/08/gIQAKgmPzR_story.html
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Licensed 1impact iamwesyt mheontt hSBISMBsA Mhaoywt hleawrer age o
private capli79mill,] iloinmi tlend atdod i$t i on, they may rece
mor en tlh0a0 % o f t h ediurr ipnrgi vaantye fciaspcialTamy ¢ 4 1 ofas @ b jme ¢ ) .
The SRA et adiimlppact i1investment SBICs to a maxi mum
ap, twmpd75t ani 1 i o n .

c
I vestment SBICs obtain leverage 1in the s
t he gsasaunuanmnceed fhSBAtteume o fwiup to 10 year
subject o the same terms and weamdpirtoivamse dasandebe
e reaeppt weovdhseshone w atpop Itihcea tiinopnasct 1 nvest men
w g accepted

Earl ye SIHBIgC Leverage Requirements
The SBA edthabEnshy Stage [Inmovdtixpopgewm8BhE€cEkEanstiat

capital for early stage smalAbhisdarsesdseathlypy ugth
SBIC may apply t ooft huep StBo)A &k % lcefveirtasgepri vate ca
million. The SBA doeffomolté xromasgaecececanlpplitcagae oRBI
that is under common control with another early
SBIC §unhesexisting early stage SBIC has no outs
and will not seek additional leverage in the fut
Early stage SBICs obtain leverage in—the same wa
through the -gasananeed odeBBMAt ures with a term of
stage debentures come in two for ms: early stage
debentures.

Early stage standard SBIC debenturiems taaad sdfmil ar
requiring semiannual’s paymemd¢ st Oanadnhneunadte hcehm$rBepee,
require quarterly paymeéent e s o rsa nalnenoudaclb bcoht aSrBede . I n
addition, early stage SBhCstmuptymahatanhenestso
and on st hen®SwWBaAl charges for the first 21 payment
(five years plus the length of time between the
September 1, “Beaculseec eemabrelry Is)t.age standard debentu
SBICs to make quarterly payments, they are most
that have established a positive cash flow enabl
s tea gSBI C.

Early stage discounted debentures are issued at
five years of interest on the debenture and the
di scount eliminates theakmeddhtfearsadarmlay metma ge ohBIt
and to make pasmammsiadn cthlha g&8BAor five years frc
9%SBA, Sta&rtUp America Impact Investment SBEEIIZatitiative Policy

https://www.sba.gosgitestlefaultfiles/files/External%20Impact%20Memo0%202002-26%?20final.pdf and SBA
“SBA Announces $eMatchiniitd SBIC Early Stage Rurd and $70 Million Bump in its Impact
Investment Fun dttps/whw.abagodntentdb@announcesd@ million-increasematchits-shic
early-stagefund-and 70-million-bumpits.

SBA, “Small Busine ssEalrnlvye sSttnaegieedeSliRbgipted 5013, o¥pill 27, 2012.
98 bid., p.25052.

9913 C.FR.8107.1B1 The required reserve is reduced on each payment date upon payment of the required interest
and charges.
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the st U®BEaprelryi osdd.age SBICs make quartatéyephympdt
the SBAnnuvualicdpaygaer dué¢ through 10. They are als
debeist prd ncipal amount when the debenture reach:
Because early stage discounted debentures do not
SBA annualr dharege efaa s, they are most appropriat
that have mnot established a pdoss ittoi vteh SBdsddr 1fyl asw at,
As a result, early stage discounneendt sd eibne netaurrleys a
stage small businesses, which by definition have

Reporting Requirements

Once 1icens erde qwiarcehd StBol Cf ailsauwi t hi thheat 8 B A calmupdeerst
an auditapyr avdsSddiemdepublic accountant.- SBICs ar
site regmbpht enye “baxnadmirneaqtuiiornesd t o provide the SB.

T a portfolio fim@ndan otpbhe wiohing date for
of a smal? business:;:

T the vahdornaf and investments within 90 days
year 1in the case of annual valuations and wi't
other repo®ting periods:;

T any material adverse changes in valwuations at
folwling the clo¥%endf the quarter) ;

T copies of reports provided to investors, docHi
Exchange Commission, and documents pertainin g

proceedings, including crumireral bghatge SBaAga i1
compl et elhd spomrsyomsad atement imn kioearesce¢eion with

SBIC Program Statistics

As Soefpt e3thb e80 It h 38081 iweans ed S BI(22%d eibne notpuer2zed tSi BoInC s
participating/bamwad,t-leovre SBEE€d6SBBICEs ) and

As s hoabld ien he number ofgdaebéenthyges8SBI Can hesent
Ho we vetrogh a thteel ri coefn s echda sSBltGsyed relatively the sam
primarily due to the plpaanrnteidc irpeadtuicntgi osne ciunr itthiee sn u
SSBI Cs .

1003BA, Office of Congressional and Legislative Affgi‘'sCor r e s pondence with the author,” M
10113 C.F.R.§107630; and13 C.F.R §107.60.

10213 C.F.R.8§107.640

10313 C.F.R.8107.650

104 |pid.
10513 C.F.R.8107660.
s BA, “SBIC Program: Fiscal Year Dat hbttpst//www.shalgealrtiped r i od endin

2018hov/16fiscalyeardataperiodendingseptembe0-2018
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Table 2. Number of Licensed SBICs by Type, FY20 10-FY2018

FY FY FY FY FY FY FY FY FY
SBICType 2010 2011 2012 2013 2014 2015 2016 2017 2018

Debenture 140 143 158 175 187 205 216 227 227
Participating 17 97 86 63 53 46 4 33 25
Security

BankOwned/

Non- 47 46 44 43 45 43 47 47 47
Leveraged

Specialized

SBICs 13 13 13 11 9 9 9 8 6
Total 307 299 301 292 294 303 313 315 305

Sources: U.S.9mallBusinessAdministration0 SBI C Pr o g r &Septe@bee30,2018ndSegiember
30, 2018.

The SBA has made 1t a goal to idismscuedseadchey maimbe
an emphasis on new dteob epnotsuirtei oSnB ItChse 1pircdg8hrsaens ,f o r

OverSaBIlICs pursue investments 1incaammaa gotfragrege of
invest meinmtd.i VWiBdmsp lelciiizae a par t i culaanmdt hhiealsd i mw eist d u
more generally. Most SBICs concentrate on a part
expamnosri otnurnaround)grampdiicdamteiaf iy na whdah to focus

Total Financing

Fromitnheption of tlhec SBUI207]pIJotkglaGisen t ovested

appr ox BOmlabtfelllyi on i n 78IF%frionxainneaitneglsy ti#*As mall concer
mentioned pmilewiteisbles 0 hasSBA had a guarantee on a
unppridncipal balance of $10.9 billion in SBIC de
securities, and $56.7 milli®®ThenSBAhetsopharthaninl

WSBA, “FY 2012 CongressioRdl1l 0OBAdganl] PerifdbDrmamnicen RepdrFY?”
https://www.sba.gogitestlefaultfiles/aboutsbaarticle/
FINAL%20FY%202012%20CBJ%20FY%2020%20APR_0.pdfThe SBA issued 23 new SBIC licenses (21 to
debenture SBICs and 2 bankowned nortleveraged SBIQsn FY2010; 22new SBIC licensesl@to debenture
SBICs and4 to bankowned nonleveragedBICs)in FY2011; 30new SBIC licenses {2to débenture SBICs an8to
bankowned nontleveraged SBICSh FY2012; 34 new SBIC licenses (29 to debenture SBICs and&nkowned
nortleveraged SBIQsn FY2013; 30 new SBIC licenses @to debenture SBICs ar@to bankowned, noHeveraged
SBIC9 in FY2014; 25new SBIC licenses @to debenture SBICs argto bankowned, norleveraged SBICs) in
FY2015; 21 new SBIC licensesl{ to debenture SBICs artko bankowned, norleveraged SBICsh FY2016; 15
new SBIC licenses (11 to debenture SBICs atmb&nkowned, nodeveraged SBICsh FY2017 and 25new SBIC
licenses 21 to debenture SBICs and 4 to bankned, noHeveraged SBICs) in FY2018

W3S BA, “Offering C,Guaranteed 8.548% BehedtyrédParticjpation(Certificates, Series SBIC
20181 0 B, ” Se pt e nrpathitps:/Iwdvw.sba.dbwrticle20p86epl7/kbic-201810-b-cusip831641fl4.
The SBAhas occasionally provided a selectetldisfirms that have received SBIC financimggluding AOL, Apple
ComputerBuild-a-Bear,Compaq Computer, Costco Wholesale Corporation, FedEx, Intel, Jenny Craig, Inc.,
NutrisystemOutback Steakhouse, Sports Authority, Staples, and Sun Microsysieitsswebsite. For example, see

SBA, Office of Investment and Innovation “ Early Stage SBIC Program,” slide prese
https://www.sba.gositestiefaultfiles/articlesSBIC-Early-Stagelnitiative. pdf
WSBA, “SBIC Program: Fiscal Year Dat httpst//oww.shalgeaitiged r i od endin

2018hov/16fiscalyeardataperiodendingseptembe0-2018
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outstandi
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ng commitment on $3.4 Hinl loitdheri,n p$BIm@ rd
nancings.

In F¥8BIfGands were wused primarily 9%)r aancdq uvailrsion g :
for oper at0%)g craepfiitnaaln c(iln g . %)ra rneefwu noduii nlpgd iadmegb t (1 3
construction (0.9 %), r epsueracrhcahs i anngd mdaecvhei Inoepr nve notr (e0
0. 6 %), marke6i%hg pdainvi mdde rannidz aottBhoPH? (uls.e s (

As s howb3d ien he total amount of SBIC financing de
(Decembdonn20@009) , reached prergeassmeddyhseec] s i

sinceln hFedp2.lh e S BAt o ogmmaXtiaheitdelei ddn i n SBI C small t
investSBdilCtss i nve 29 bd ldn @eotmh & o ap rtiodasdtleideflaiparnt al f
in finandsimgl Fobudinesses.
In addition, the amount ofacSRBA Ijmageomalgalldsy a s ha
increasedcenForyedixs 8pBlAee vdar age c¢commi2amehotfs accou
total financing in FY2007, 4domfipea n20 FYROLKU 5846. 6 % i
FY2Q184. 2% ,i nddFdY@8%17n FY2018
Table 3. SBIC Investments, FY200 7-FY2018
($ in millions)
SBA Number of Small
Leverage/Guarantee Private -Sector Businesses

Year Commitments Investment Total Financing Financed

FY2007 $708 $1,940 $2,648 2,057

FY2008 $1,029 $1,398 $2,427 1,905

FY2009 $788 $1,068 $1,856 1,481

FY2010 $1,165 $882 $2,047 1,331

FY2011 $1,828 $1,005 $2,833 1,339

FY2012 $1,924 $1,303 $3,227 1,094

FY2013 $2,156 $1,342 $3,498 1,068

FY2014 $2,549 $2,916 $5,465 1,085

FY2015 $2,553 $3,733 $6,286 1,210

FY2016 $2,514 $3,478 $5,992 1,201

FY2017 $1,960 $3,767 $5,727 1,077

FY2018 $2,522 $2,981 $5,503 1,151
110 i,
111 pid,

12SBA,Of fice of Invest ment a-nFihantingtoBusinassesby State; SYBELC Pr ogr am
FY2018, ” httpst//www.sba.gogitestlefaultfiles/201811/SBICProgram_FinancingbyState FYs2014t02018.pdf

1133BA, Office of Congressional and Legislative Affai , “Correspondence 20i20h the author,
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Sources: U.S. Small Business Administrationd Per f or mance and Financial Highlight
p. 4;U.S. Small BusineAsiministration OFY2008 Budget Re qu20G7tp. 23103l Snak r f or manc e
Business Administration 6 SB1 C Pr o g Jaauary 23)\2@08epiereber, 3@ 201mndSeptembei30,

2018.

The SBA was aut horbzkldi ¢d civie s S BRWE rhtoran u$g3h

FY013. As ment Pohe7fl ptIheev i Gourssloyl,i dated Appropriat
increasstrendiBMHC vearmogwent ©aF $r4d comparative purposes
venture capit ©0b iflilridsindteiany ¢3s,i3a8db2 § 2 0 202nd eianl s4 ,i n
201327b 8111676 eianl s4 ,i @3b2A 0 1l B,JondB Sianl s 160®b2A A U3i,on$ in
®@eals i7h9b2 0 1l H,00dnBeianl s i6m bBOIN PoRHbe alns FY2016

bill i%0deianl s5,,i mn2d0 18773 . 7 billi%n in 4,119 deal s

0

o ©
S N

the Urban Institute reletmedt anmadal ys:i
tos@d0Sr tvepruvateapital i1investments m
age business |l oans, tbheicradu sset atghee sbeu s i ne s
ts are 1likely ttoh beequoift yt hfec astaumee sc)h aarsa ct tl
THBIWCrshan Institute found that debentur
62% of all venture capital financings
loans thanddnbtiedgSthoe@nss duming that t i me
age amount of a SBIC debenture 1investmen
enture investme8WsohfhccotWdt edofbars inves
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As s howb4 ien n §SEBAKCl I1dHDdaand8ngf§ €611 financings)
t o138 thi 1 12i.%4no { tahmo umtt adf finaeawnagsentioomiadrity
small businesses.

Table 4. SBIC Financing, Minority -Owned Small Businesses, FY2018

Small Business Percentage of

Ownership Number of Percentage of $ Amount o f Total $ Amount

Demographic Financings Financings Financings of Financings
BlackOwned 52 19% $33,904,388 0.6%
Asian Owned 49 18% $85,681,189 1.6%
HispanieOwned 28 1.0% $12,184863 0.2%
Native AmericarOwned 1 0.0% $600,000 0.0%
Subtotal 130 4.8% $132,370440 24%
Other (Nonminority) 2581 95.2% $5,370201,839 97.6%
Totalii All Financings 2,711 100.0% $5,502572279 1000%

114 pricewaterhouseCoopeisational Venture Capital Associatich,Mo n ¢ y T r e ¢ N#tioRat Aggragate Data”
at http://www.pwcmoneytree.com/

115Kenneth Temkin and Brett Theodos, with Kerstin Gentsthe Debenture Small Business Investment Company
Program: A Comparative Analysis of Investment Patterns with Private Venture Capital’Egtashington, DCThe
Urban InstituteJanuary 2008, 8, at http://www.urban.ord)ploadedPDR11601_sbic_gap_analysis.pdf

116 |bid., p. 1.
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Source: U.S. Small Business Administratiorfifice of Legislative and Congressional Affaigrrespondence
with the authorp December20, 2018.

Note s: Ownership is defined as owning at least 50% of the small business.

In additi&®SDBI Gsn HWaYdhed sk 2i06g 0 f( al 1l 1@ miclilnigen t ot
(7% of tahmo wmtt a)flitne noeeeme d s mall bBfiisnianegd% Y .and 2
of all financikh6mi)l Itid%@ molfi Ont.gh en et aortdayyl vtfeoome na b f i na n
owned smalXf businesses

Research concerning private-owamtdu weomenaepdi t al 1 nve
s mabluls i nes s es issullti,miitte di.s hAdaitfaf inceuclets staor yf itnod c o mp
SBIC psogmamst meootwned wmeomvenreidtayl | businesses to t
secst oirnvestment® in these firms.

In 2007, the SBA acknowl edgendvecastt nmaec nct o npgrroegsrsainosn at |l
“women and minority represenandibasibe¢nhtfoSBm&n)
yeaTshe SBA reported at that time that it did no

it has tried to 1 ncprreecasseen tvaotmeonn ainnd tohien oSrBiltCy prreo g
to venture capital firms, trade organizations, a
minority representation Ffn ntdhengS Rle® emrtaigrea o iirsmsl
minority rephesentnavéonmemt commit"PHeweand, in se
despite thes ¢ hSenfaflolr tBsu,s iinne s2s0 0I9n,v e s Nat i dhhlance (
Association of Small Busisma sco digmveesssti nmennatt hChoenaprai mi,
SBA capital atchcaets st'sispB [b€2BcAe ms 1 ffhga sp rdoocnees san abys mal

at attracting and licensii?® funds led by women a
During'®hreg®dds 88mell Business Ventuwas Capltal A
introduced 200 Darcd bretalfe@ gt ¢ Committee on ma 1 1 B
EntreprenNarfhispher action was taken on the bill
inves tnmevotmsswnie d s mal | sboucsiianlelsys easn da nedc onomi cally d
small busibgssnecomegsesrmg the amount of leverage a
least 50% of their financings 1in smabl business
socially and economically disadvantaged small bu

Finanlyi nSgt at e

As s hnofwbd e in 8FYRBINCs provtviodesdnafliilndbmsimgsses 1 oc:
stattlees District of Cwihtumthica mosd HKFuamntme i Rigcd,aking
Cal i f3o%fniinaa n(ci ngwe 1t of Ia,lTle nlp7sf i(ilamy i n gZ7 t®@taling §
mi 1] j oNmenwd Y ®rXki n a ntcoitnaf@d&i2mmgb 1 L i on)

n7SBA,Of fice of Congressional and Legis]Becemer2Q20B.f airs, “Corr e
118 Kenneth Temkin and Brett Theodos, with Kerstin Gent$sthe Debenture Small Business Investment Company

Program: A Comparative Analysis of Investment Patterns with Private Venture Capita’lEquiya s h i n ghe o n , DC:

Urban Institute, Januga2008, p. 2, 26, at http://www.urban.ordJploadedPDF11601_sbhic_gap_analysis.pdf

119U.S. Congress, House Committee on Small BusifagsCommittee Hearing on Legislationpdating and

|l mproving the SBAG6s | nv e sitl@h@ond., *seasd Seftember 6, 2008 Seniad NuRibbeo g r a ms

11044 (Washington: GPO, 2007), p. 15.

120 |pid.

121.S. Congress, House Committee on Small BusirrlegsCommittee Hearing Oncreasing Capital For Small
Business111" Cong., ® sess., October 14, 2006&mmitteedocumentno. 112051 (Washington: GPO, 2009),§9.
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Table 5. SBIC Financing by State, FY201 8
($ in millions)

# of Amount of # of Amount of
State Financings Financings State Financings Financings

Alabama 1 $9.6 Montana 14 $234
Alaska 4 $1.7 Nebraska 11 $52.7
Arizona 56 $96.6 Nevada 7 $233
Arkansas 13 $53.4 New Hampshire 9 $25.5
California 392 $1,049.1 New Jersey 111 $2419
Colorado 74 $121.8 New Mexico 4 $2.2
Connecticut 26 $55.4 New York 233 $482.6
Delaware $2.4 North Carolina 72 $138.5
District of 7 $14.7 North Dakota 21 $10.3
Columbia

Florida 154 $256.5 Ohio 97 $135.9
Georgia 61 $147.2 Oklahoma 27 $29.8
Guam 0 $0.0 Oregon 40 $118.7
Hawaii $0.0 Pennsylvania 77 $130.0
Idaho $35.3 Puerto Rico 3 $28
lllinois 164 $341.5 Rhode Island 9 $10.0
Indiana 45 $96.7 South Carolina 18 $53.6
lowa 4 $4.1 South Dakota 3 $20.0
Kansas 30 $58.0 Tennessee 48 $123.2
Kentucky 6 $28.7 Texas 276 $427.6
Louisiana 16 $104.1 Utah 49 $75.6
Maine 12 $34.1 Vermont $3.0
Maryland 42 $57.0 Virgin Islands 0 $0.0
Massachusetts 105 $258.5 Virginia 47 $72.1
Michigan 72 $116.6 Washington 33 $37.4
Minnesota 69 $92.7 West Virginia 0 $0.0
Mississippi 7 $26.4 Wisconsin 37 $91.3
Missouri 91 $1089 Wyoming 1 <$0.1
Total 2,711 $5,502.6

Source: U.S. Small Business Administration, Office of Investment and Innqv&RBIC Progrand Financing to
Businesses by StateY204 to FY20B,6  Htps://www.sba.gositestiefaultfiles201811/
SBICProgram_FinancingbyState_FYs2014t02018.pdf
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Legislative Activity

P.L. 1115, the American Recovery and Reinvestment Act
designed to increase the amount of leverage 1ssu
maximum amount of leverage avatkalbple vedearcwapndindV
$150 million,, awlHhibhevacreas]lagsthe maximum amoun
two or more licenses unde?l tc oaminsoon ecnocnoturroalg etdo SSRI2
investment in smaller eadrmyepdiasfetsetbyt he qdiatrd ngf S
(February 17, 2009) to certify that at least 259
smaller enterprises. ARRA defined smaller enterp
more than $a6vemialglea xanfnteetrdi ncome for the preceding
than $2 milliomns osri zme esttianmgd athde fSBR its industry

122 Kenneth Temkin and Brett Theodos, with Kerstin Gentsthe Debenture Small Business Investment Company

Progam: A Comparative Analysis of Investment Patterns with Private Venture Capital Equia s hi n gheon, DC:

Urban Institute, January 2008, [#18-24, at http://www.urban.ordJploadedPDRI11601_sbic_gap_analysis.pdf

123 pricewaterhouseCoopetéa t i onal Venture Capital As s, RegionaltAggregate “ Vent ur e
Datag &t https:/Mww.pwcmoneytree.corReportsHomepage%20Regional Agg.xlsx
12413C.F.R.8107.1120and13C.FR.§ 107 . 1150. Previously, “the total principa
and participating securities guaranteed by SBA and issued by any SBIC or groapnodraly controlled SBICs may

not, in general, exceed at any one time alfn2008psl30B6t equal t o
million, whichever 1is 1ess, of which no more than two time
participatingGBAsec@frfieriiesg "CiSreceul ar , Guaranteed 5.725% Deber

SBIC 20081 0 Bept&mber 18, 2008, lattps://www.sba.goebntentsbic2008 10-b-cusip831641tenl P.L. 102

366, theSmall Business Credit and Business Opportunity Enhancement Act ofE99Be maximum leverage
amountfor SBICs and SBICs under common conab$90 million Licensees under common control were allowed to
have aggregate outstanding leverage over $90 million only if the SBA gave them permission #.do1€95135, the
Small Business Reauthorization Act of 199&t the maximum leverage amofort SBICs and SBICs under common
control at $90 milliorand added the requirement that the amount be adjusted annually foorinflati

12513 C.F.R.8§1071150; and13 C.F.R.§107.710.
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ARRAl eswcodSBEE inves timentnse iam claaSwBH ¥ dlilcewismeg on
or afber O¢0@6060D8ct to have a maximumnleS$2Bge ar
million for two or mor ¢ ftlihi ec e hBdeGe dutansddeira tc olnenaosnt ¢50
its f1namnicnicnognse igne olgorva p hdtch aatr eaatso faenads ¢c ebrOtfsufriee
investment s-i wi¢dbmebgeogaplwic areas.

As part of 1its Stom tJuapn vAanreyhiekx 12Q bla2mbialt 2Aad tmii md ,s t r a t i ©

recommended thatis talnen uSBI G uprhoogriazm t i on be increa:
billion and that the amount of SBA || ¢tvheer age avai
multipls/£amitgnsiébidtandased to $350 mi?[Ani on from $
April 27, 20g@bl thlkee $ BAFfeidealal rRleq@bibd ethimg t he §
billion Early Stage Innovation SBIC Initiative (
and up ton$2m0 SBAlleverage per fiscaltoyear there
encourage SBIC program investAmemwtd libeeadilsyxustag
sever ala wel lHesendu mit @ @édnrtcgerde stso expand the SBIC proc

increasing its annudlnagtiagr enmglito g Ist€lmeni 4 gmislel i o
of funds 1 i mietn atgot e¥d3r S0 smidhliglvit chiewwd d SIBil7@€5 t t o §

mi 1 Keinoang ¢ @ dt horizing a S BIdG spirgongerda nt os peencciofuircaaglel yS
investments 1in business star t(uipnst raonddu coetdh)er ear l y

Legislation to Target Additional Assis
Stage Small Businesses

Some Members and small buWéepgesbatsadvaoactpbesshabéeip
“permdaengressionally authogezeddIBEtEComndgnasmitao

and early stage small Dbusinesses, which are gene
also as havingteantriea la tfi oArd Vjpocth t cgrhe aptdéi otm.r get i ng ad
assistance to startup and kar 8B Apsatrat g ec ispmatliln gb ussei
program was created to fill a pescdebedtunwvest me
pragw focusanodn-dmmiddged s mall Dbusinesses. Because th
providing new licenses or lesevegel hdMompersicipa
i nt r oldeugciestlloa tcir e at e a mnew SBA progremtthac¢dswoafd
startupstataageesamdl]l businesses.

For e xdaunrpilneg' 'Gohneg rlelsls, t he Hous el 8Ph,sRs.e,d5,2 %% a vot
Small BusinesAct odbFAM@HECredi provisions, as pass
H. R. wou¥Zdve authorized a $1 billion Small Busine
The proposed program would have provided equity
matching funds to each participatingpiatvesgt ment
investment companies to invest 1n small business
stage smal.]ll businesses, defi“gedsasanhoat smhtk b
12613 C.F.R.8107.150.

27The White House, “Startup America Legislative Agenda,” Ja
https://obamawhitehouse.archives.dog/201201/311egislativeagendastartupamerica

12RepEdward Perlmutter, “Pr ov iHRi529 Sniall Busirfess Jobshaad CrefittAatofi der at i on

2010, R o 1 Conghessional3Réc®rdidily edition, vol. 156, no. 91 (June 17, 2010), 4608 H4609

Congressional Research Service R41456 - VERSION? - UPDATED 27



SBA Small Business Investment Company Program

ding $15 million 1 §*®Tahney porfo ptohsee dp rpervoigoruasm tehnr
re capital investments in starfup companies

(eI
(¢]

e
t

[

, 5297 subsequently agmperd viendt db yl aCvw nbgyr eBrse saindle n
e mberP.l21132402 0tl e ( Smal l Busi,dedsnddvbsndAttudef 2
slative languages aFuatrhloyr iSztiangge aP'#Bwnmasl ™ m ¢ByutsiiPnreos
or i zyeeda ra Itnhtreereme di ary Lending Pilot Program
20 eligible nonprofit lending intermediarie
I minltleirometdieanr yi nt e.r elshte rianttee ronfe dli% r i e s i1 n
to new or growing small bu¥Thesses, not to
rmediary Lewad nBuiPdd dtf Pesdligwmdngesent ] Yhirty
ceimatt he ®rogram

ment i oneidn p2tOhle2i,8 B Al ghs aa a Htlnigseh wSdBtli€aot i v e

courage SBIC investments in ear'l'Go nsgtraegses ,s mal I
R, 3Mhe Small Business InvestameSht ]JEnS8hhaenlcle me n't a
sinessn IAcnto veabt uillold & t hdbtrhiez eAd mi ni stration to est
paSrRltG& pr o gr atmas gnabtulseiantBllsys eSmal 1 Businleosfs I nnova
Iwa)si mrter o8 uc}Pddfri nfomlge eb k4

-

=T =

2

(C=]
»n

c
n
R
p
g
t
a
d
a
t
1

8B 0B BPe 0 0 -

N2 @O > T e e~ <0
5 »

S0 < -

Dis cus sion

Advocates of efforts to encourage capital 1invest
including Members of Congress who have served on
Commi t t eaersg,u ehda vtelisa te Itihnei nSaBA on of the SBIC partic
has cre&itne dt hie gSoBiAs t ing array of capital access |
provision of capital to eianrtleyn ssiteagd’e snsdnmasitlr ibus i ne
RepresentativarMwuydida oVe ItdhzequHeoozus e f1loor during cc
H. R. :5297

1294 R. 5297, théSmall Busines Lending Fund Act of 2010399L. Definitions.

130 pid. The nine targeted industries agricultural technologyenergytechnology environmentatechnologyJife
sciencejnformation technologydigital mediaclean technologydefense technology, amtotonics technologyA
similar $200 millionSmall Businesg&arly Stagdnvestment Programwas included iH.R. 3854 the Small Business
Financing and Investment Act of 2009, which was passed by the House on October 29, 2009, by a w32. tifi889
awaiting action in the Senate.

BlsenAl Franken, “Small Business LendingCoRgressionahRecodof 2010, ”
daily edition, vol. 156, part 125 (September 16, 201037458

132p |, 112240, the Small Business Jobs Act of 2010181. Small Business Intermediary Lending Pilot Program

13BSBA, “Small Bus i n eRrofiteSourcesdor SBANenva nNoend Loansat” August 4, 2011
https://www.sba.gogbntentsmallbusinessedavenew-non-profit-sourcessbafinancedloans and SBA,

“Intermediary Lending Pilot Pr ogr htps/wiwsba)gosltestiefautt/me di ar i e s,
filesffiles/ILP_Intermediaries_150218.pdf

134.S. Congress, House Committee on Small Busirgss|l Business Financing and Investmentok&009 report

to accompanyd.R. 3854 111" Cong., ¥ sess., October 26, 2009,Rept. 111315, p. 2. For the arguments presented

by various organizations advocating programs to assist early stage small businesses and startups, see U.S. Congress,
House Committee on Small BusineSsjpcommittee on Finance and Tax Hearing on Legislative Proposaksfoom

the SBAOGs Capi t,allhCdng. clsess, JUy 23 2009 Hoc. no. 1039 (Washington: GPO,

2009), pp. 16012, 6667; and U.S. Congress, House Committee on Small Busifes§ommittee Hearing on

Increasing Access to Capital f@mall Businessl11" Cong., ¥ sess., October 14, 2009, H.Doc. no.-D51

(Washington: GPO, 2009), pp.-35, 5654, 6369, 8699.

Congressional Research Service R41456 - VERSION? - UPDATED 28



SBA Small Business Investment Company Program

This legislation, Mr. Chairman, also recognizes that capital rtearkee changing
dramatically. Credit standards are stricter, and small businesses are now looking not only
to loans and to credit cards to finance their operations, but they are also looking to equity
investment to turn their ideasto reality. This hasdécome evemore pronounced as asset
values havedeclined, leaving entrepreneurs withss collateral to borrow against.
Unfortunately, veniurdcéapitafand torequity investtnaas declined.

Last year, such investmerimmeted fron$28 billionin 2008 to only $17 billion last
yearThis is due, 1in part b6 decisiontoterningterheev i SoBis’ sa d mi ni st r
largest pure equity financinggrogram—the Small Business Investmei@ompany
Participating Securitieprogram. This hadeft many entrepreneursho need equity
investmento fulfill their business plans withoutsmurce of such financing®

Opponents of efforts to encourage capital invest
have argued thdpgilsacthnrerddogsstasr wyomilsdk or costs on
wére dealing with record deB¥Dumidngnocansstiadammndt ico
propBbmedl Business Early Stageaghhrvde sthmeanti tPrwagr a
t hawiotul d I i kely encourtltel e ilsekgyi silffavheisyt mbedn®b gso f raendd
the fundibg "imvesatrdd stag?¥ small businesses.

LegislationS BlIoC IFnicnraenacsieng Levels

In 2009, t he Smal |l cBhuasriancetsesr ilznevde sttdaera ABtIliGe agmircloeyg r a
under®iedargued thaffindheciprgpghamel s would increa
improved its licensing processing procedures to

percentagegaf a$BrFrg capital allowed from state or
increased from i1iB8383%pardemd) makmunbhithi @Ifepr ogr am
licsfnasnei 1l y ofatf unkdB2 25 mmiel (i on for two or more 1i
conytwaosl increased to allow SBICs to have a serie:
e xa mfolnee, fund could be winding down, another coul
rampii® up.

During'®hregddRsl3854 t he Small Business Financing anm
which was passed by the HHRo5554e BSohme 10c tBoubseirn e2s9s, 2 0 0
Assistance andwRekhetwaAcmodf r2@pb@ted after being
for consideration, proposed to emcomwmtphsege greater
maximpemcentage of SBI Ced efgrudm tsotrayt ec aopri tladc all 1 gowv

to 45%3%Bot h mowouddeshave also indmadseéplehe SBI
licefnasmei 1l y of funds limit to $350 millison from §.

’RepNy di a Vel 4z que zgbsahdGredit Act @10 s ' n el » 8 sCongréssibnal Recordiaily
edition,vol. 155, no. D (June 162010), p.H4516.

BBRe p . Sam Graves, “Small Business CbnglessionalRecordbt ¥5d,i t Act of 2
no. 90 (June 16, 2010), p4BH16.
B7pbid;andRep] e f f Flake, “Small BusiAetssofa20909 StTaHeudavdéshbamee,

Record, vol. 155, no. 171 (November 18, 200913083 Note:H.R. 3738 the Small Business Eartage
Investment Act of 2009, wame of eight bills merged intd.R. 3854 the Small Business Financing and Investment
Act of 2009 and was lateaddedto H.R. 5297 Small Business Jobs and Credit Act of 200YH.Res. 1436.

138.S. Congress, House Committee on Small Busif@gsCommittee Hearing On Increasing Capital For Smalll
Business111" Cong., ® sess., October 14, 2009,0dc. no. 112051 (Washington: GPO, 2009yp. 32, 87.

139 bid., pp. 88, 89.

140H R. 3854 the Small Business Financiagd Investment Act of 2009461. Increased Investment from Statasd
H.R. 5554, thésmall Business Assistance and Relief Act of 2@b91.Increased Investment from States.
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i mi$25&®f mi 1 Imiolnl itoon $f4dDr0 mul tiple funds under conm
after September 30, 2009, a-ndcomeegtodarnadf Wi of at h
increased thse &SBtIHormpirmagtriaaamm 1 e ve.ldiflrloimn oi 5. 5 b

Feot4.

The ODbama Adamlisne csotmngetniadesendpStrar toufp iAme@whiac H ni tiat |
udeds$Stihdi$§BAon ecarlgndtigebBBIConnesimenve ST

incl
initiativéQonghads theopdtt2hegi thaet SBafnpabrge am
authorization to $4 billion from $3 billion. The
l11'"Congress adopt legislation to increase the amc
under common confirehm §22% 3Mi0l midd.i on
During'ChregiHdR®s,, 3Bm211 Business Investment Compa
Act o,f RdDulldc hadgamrgeemt er utilizantdbmnioafrehsi 8Bl Chp
maximum amount of outstanding SBA leverage avail
lesser of 300% o$fl 510t smiplriiikoanB PO &ha pft ef soprivate ¢
$20 mi 1 i #d oma j or i t y so fohteohnep anmayn aagreer e xperienced 1 n m
morSBI C Il compaadas would also have increased the
outstandewgr 8BA tawoa iolra bnloer et ol i censte H§BHOr commo
mil frém2ni 1 11 on.

S . 2136bi11l11 to 1ncrease the maximum amount of 1 e
Business Inveswaelnd nAowdgardeealt9esSr8 ,use ofbyt he SBIC
increasing the maximum amount of outstanding SBA
under ¢ ommoon $c305mff rnwid dfi2i2hSiad wo ull ddve cde hsee SBI C

progs aaamut horization level to $4 billion from §3

On Mahr 15,S. Amd2,. t1h&3 3] NVEST 1in,Amansi od fAate dofon2 @ h
Senate floor as an amendnknR. ,i3nd ta@hpes tnaarttu rGu ro f a
Business ,StwhitalpshaAdtpreviously passed the House
amendment omopowsageod r t h e e 8 BlhyC i(mrdjor ggraasm ng t he
ma x i muomunatm of outstandintgo StBvo lewv emarrge laivadd sadd et
contooB 350f rooim hBi2l2h5i o i1 na m ckt ah(sed MSgB T Cs pa wtghraarmmi zat i on
level to $4 billion fronH.$RB. B3i6t0h6i @ mewmhdihcehn Ss nat e
did not addpreosgs athhhe sThBd €cepted the Senate amendn
bill, which PresidePnth.-O)ada signed into 1aw (

S .

344he SUCCES®&nSAc t3 S07fh e ORle2s,t oring Tax and Regu
Small BusinessedhahActamohnh g2 @t her wtwuhBed I €1 on s , incr e
progs aanut horization amount t odt $iku lbtiilpplieon fr om §3
1 i cesffnasmi 1y of funds I imit to $350 midhe on from $
maximum outstanding leverage amount available to
common control to account for inflation.

In adHiRio&@f5Mh4 Smalll Business Investment Comp a
which was passed by the Housiencorhe hBeBt € mber 1 8,
progsmunh tiplsfamityne¢off3umidis 1 1 dSmirfirlelm o n .

ny
20

141H R. 3854 8401. Increased Investment From Stafd®3. Revised Leverage Limitations For SuccessBICS, and

8408. Program Levels; andl.R. 5554 8591. Increased Investmeinbm States8593. Revised Leverage Limitations

for Successful BICs,and §598. Program Levels.

Y2The White House, “Star t uaphttpsiobamawhideholse.gréhivels.giteStiefault! Agenda, ”
files/uploadssétartup america_legislative_agenda.pdf
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During'®hmrgrisd Sme n tai on eR. Ip.r7ebvii 8oruesal sye dl etvheer aagnen u a |
amount the SBA is SRlItGsortioze¥dd4d ti Idirioavd ddifer toon $ 8 0o b i
increasings tahuet hporroigzraatmi onS .a md ltbhte tEx p%fadn dbiinlgl iAcmc,e s
Capital for Entré¢pX€CEtwAehadvdecddeagsphegr a m
multiplsfamityneé funds limit t9. $BI&Fhmivéel i on fr o
among othecal powordt sesomsmghtamplsf ami tgneéE funds [ im
$350 million

During 'Cbagietds-111334£basolidated Appgjapmdieatsicons Ac
t hSeB @r ogsmaunh t i phks/€ ami ¢t g of funds™IinmiatdHti Ri ®h350 mi |
9¢988Mmell Business Invest mennttr oQlpupcoerdt uonni ,tSye pAtcetm boef
nd referred to the Houweuladwmac tdé¢ bneaexoinmuSmma 1 1 Bus
mount of leverag20@%ahefl dSpBrleCcap ¢ B BD %s i nopractice
$ 70 mi,] lwhoinchefediheschessend0haxmemuSBriaGv at e
api2@0% 1inofplSddc tmiddhiocnhever is 1 ess

uring ' hreg PdEs-] 8lAMMemal ]l BusinOppolFnuast medtt of
ncrde hneaex i mumo unt o f ilnedviewiBdggeon 1fSolr7 5 mi 1l 1ion from
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B""UOONNM

Di scussion

In 2010, the SBA announced that one its goals
“acceptance 1nnd hienaomaksd ptllrec enwmamber funds 11 c
leverage issued so as to imp¥dohe SBAidasdenmcedssh
ARRA changes to the SBIC program would help it t
ma x1 mumglee wvevrai l abl‘¢ ot ¢ h§BEC¢ imesuphe private ca;
SBI C, or $150 million, whichever 1is 1ess, and $2
con’tarnodl i nttheamadi mum |l everage amouunndtss atnod $1 75 m
$250 million for multiple funds under common <con
20009, and i1invest 50% of theit*dollars in low inc

of
of

As mentionePd Lp+# @dvhidarwsalsye,d t he annual l everage am
authorized to provide to,PSBL-C4l3t4oh e$ 4@ abnislolliiodna tf r o
Appropriations Act, 20 1s6 ,muilntcirpelaes eldi ctehnes eSsB IfCa npirlo
to $350 wmmldl-i A Memal 1l Business ktiyvAct modt 20dport
increased the maxi mumdad nSoBdsol o$fl 715¢ wneirlal gieo nf or

Advocatesirmghse SBI Cs plreowgaralmgee ldamgued that these
necessary to help fid“br nacyaepoitteailv eadc @®lasips ipmr otghrea mS E

143 Previously S. 552 the Small Business Investment Company Capital Act of 2015, and its House companion bill,
H.R. 1023 would have increased that limit to $350 million. The Senate Committee on Small Business and
Entreprerurship reporte®. 552on June 10, 2015. The bill was placed on the Senate Legislative Calendar under
General Orders. The House Committee on Small Business repbRed023on June 25, 2015, and the House passed
it on July 13, 2015.

144 SBA, “Fiscal Yearr011 Congressional Budget Justification and FY2009 Annual Performance Rpp®2t, at
https://www.sba.gogitesfiefaultfiles/aboutsbaartie/Congressional_Budget_Justification.pdf

45SBA, “SBA Project Plan, Section 5 pathttps:SvB.sha.gositestr am Changes,
defaultfiles/recovery_act_reportsida_shic_plan.pdf

146J.S. Congress, House Committee on Small Busirgmss|l Business Financing and Investment Act of 2@Qbrt
to accompanyd.R. 3854 111" Cong., ¥ sess., October 26, 2009,Rept. 111315(Washington: GPO, 2009), B.
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addition, they argue that the demise of the SBIC
“‘anderut’'nfiztheti SBIC debentures program is preven
accessing the capnflakent¢chedisacyomnomiel pbptential

economi c*Pacoherypther hand, others worry about t
SBIC program has for the taxpayer, especially 1if
stagael lsnbusinesses which, by definition, have a

for default t han businesses t hat have establishe

Concluding Observations

Somde mbers oha&agngdet h asth otbhéed pSrBoAviitdieodn aald dr e s our c e
assist small businesses 1in acquiring capital nec
creat® jotbbkeir view, encouraging greater utiliza
small business aicnc ehsisg hteor claepvietlasl ,o0 fr ejsoubl tcr eat i on
economic growth. For example, o m nMadrfec hl NWES TR 01 2,
in Americat ASenaf o?2002ympia Snowe argued

The amendmenS.Amdt. 18331 and Senator Landrieu introduced would also help small
companies access capital by modifying the Small Business Investment Company, SBIC,
Program to raise the amount of SBIC debt the Smallrigssi Administration, SBA, can
guarantee from $3 billion to $4 billion. It would also increase the amount of SBA
guaranteed debt a team of SBIC fund managers who operate multiple funds can borrow.
The SBIC provisions in this amendment have bipartisan stjpg@ noncontroversial,
come at no cost to taxpayers and will create jobs. We do not get many bills of this kind in
the Senate anymore.

One of the most difficult challenges facing new small businesses today is access to capital.
The SBIC Program has helgp companies like Apple, FedEx, Callaway Golf, and Outback
Steakhouse become household names. As entrepreneurs and other aspiring small business
owners well know, it takes money to make money. This legislation ensures that our
entrepreneurs and higyjrowth companies have access to the resources they need so they
can continue to drive Amerita economic growth and job creation in these challenging
times. There is no reason why Congress should not approve this amendment to ensure
capital is getting into theamds of Americ& job creators.

This amendment will spur investment in capitdrved startup small businesses, which

will play a critical role in leading the Nation of the devastating economic downturn from
which we have yet to emerge. For those who rayunfamiliar, despite significant
entrepreneurial demand for small amounts of capital, because of their substantial size, most
private investment funds cannot dedicate resources to transactions below $5 million. The

147.S. Congress, House Committee on Small BusifegsCommittee Hearing omcreasing Capital for Small

Business111" Cong., ®'sess., October 14, 2009, Boc. no. 112051 (Washington: GPO, 2009),.8-91; andRep

Nydia Veladzquez, “Small Busines s Cbngressional Recordiaiyeditonf Act of 20
vol. 156, no. 90 (June 16, 2010) 4516

148 Rep Nydia Velazquez;Small Business Financing and Investment Act of 20Bi@use debateCongressional

Record daily edition, vol. 155, no. 159 (October 29, 2009),hp2074 H12075;Sen Mary Landrieu, “Statements on

Introduced Bills and Joint Resolutiohsemarks in the Senat€pngressional Recordlaily edition, vol. 155, no. 185

(December 10, 2009), §12910;The Whi te Hous e, “Remarks by the President on
Gr o wt h, Ber 8D20@9at mitps://obamawhitehouse.archives.gealitycheckihe-pressoffice/remarkspresident
job-creationandeconomiecgrowtb andT h e Whi t e House, “Startup America Legislat

https://obamawhitehouse.archives.gitelstiefaultfiles/uploadsstartup_america_legislative_agenda.pdf
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Natior's SBICs are working to fill tHagap, especially even during these challenging
times4°

Ot hers worry about the potential risk an expande
federal deficit. In their view, the best means t
and ¢roebast e s to reduce business t%Foes exmdipdeegr ci s
Represent at itvhee hSaainmr Gor fa vtelse, House Committee on Sm
the Small Bussi nR¥X0il@Bovmmiatntdk etstt d rmattece sBuhdeg eHo u
mmittee that the House Small Business Committe
ogsy aamut horization to $4 billion from $3 billio
osed fundsagr fyyrs ttdhgeaSBBAIaCtmpiani vteisattmevnet S BI C 1 1
ause of their potential to gent¢tdbvbheenkesdse¢sn th
vide federal funds to subsidize the SBIC prog
ws and estimates letter that

<o ocoT AN
-~ = oo "o
o o O T

The debenture SBIC program is designed to provide equity injections to small businesses
that have been operational and have a track record ofloashnd profits.... T pregram

is financially sound because the structure of repayments ensures thavehengent will

not suffer significant losse3hus, no changes are needed to the program and it operates
on a zero subsidy basis without an appropriation. The SBA budget is fully supportive of
this program and we concur in that recommendation, includiisgng the program level

from $3 hillion to $4 billion.

Presumably, some of the additional program level (which will cost the federal government
no money) will be used to support two new variations in the Debenture SBIC Pitlggam

early stage SBIC initivea nd t he i mpact 1 nv eNeithaiiitatveSBI C i niti at
has received authority from Congress nor had its operational principles assessed by the
Committee prior to implementation. The Committee reiterates its recommendation from

l ast jewsaand astimates no funds should be allocated from the additional
debenture program levels for these two prografie Committee on the Budget also
should provide further protection to the existing debenture SBIC program by requiring any
modificationsto the program, whether a pilot program or not, be based on a new subsidy
calculation that ensures the current debenture program will operate at zero subsidy without
any increase in fees due to losses stemming from the Impact and Early Stage Innovation
programstst

The House Committse F¥a03ImabvlieBuesandsestimates 1e
commi st eoepposition to the funding of these two 1in
modi fications t‘whdeathleeSBd Cp ipl @ tarsperdo gorna na onre wn ostu,b sbi
calculation that ensures the current debenture p
increas® in fees.

“Sen. Olympia Snowe, “Jumpstart Our C8ngressional Record®lt ar t ups Act,
158, no. 45 (March 19, 2012), p15845.

National Federation of Independent Bthpi/mvwevsnfiocom* Payr ol l Tax
issueselectionsissueselectionsitem/cmsid49@9% andNF I B, “ Go v e r n MashingtoS, p€ah di ng, ”
http://www.nfib.comissueselectionsissueselectionsitem/cmsid49051/

BlRepSam Graves, “Views and Estimates of the Committee on Sm
Concurrent Resolution on the Budget for Fiscal YeaB201 Wa s h i ,pg 4, b, @http:/Bnibiz.house.gov/
UploadedFilesViews_and_Estimates_FY_2013.péiso, seeRepSa m Graves, “Views and Estimate
Committee on Small Business on Matters todddarth in the Concurrent Resolution on the Budget for Fiscal Year

2012, ” Was hi n gthitpi//[smbia.6ouse.poMploadedFiles/, at

March_17_Views_and_dfimates_Letter.pdf

152Rep. $eveChabot “ Vi ews and Estimates of the Committee on Small I
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As these quotations attest, congressional debate
involved ases emsbimeintty off ssthall businesses to acce
and evaluatiomnsriofk,t htthepreofgfifamt of ’sprroipsoks,e da ncdh a n
the potential Tf{smpraicstk oofn tthhee pfreodgerraafd edceofniocmiitc. E m
data can help inform debate concerning the abildi
private sector ands thieslkxtteme offf ¢ dhte @ff ograpos e d
progs ami s k, and the pot'entisall omptke Hdddehael pdof
data concerning SBIC investment 1mpact on recipi
prove useful

Concurrent Resolution on the Budget for Fiscal Yea6201 Wa s h i n @, tathttp:/smallbusinegs.house.gov/
uploadedfilesz-12-2015_views_and_estimates_document.pdf
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Appendix.Small Business Eligibili
and Application Process

Small Business Eligibility Requirement

Ody businesses’st  daet ifsdadtinduyh epaSBA cipate in the S
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e etrprinma oif I“tgfhhde e paeuw smd t t
anceabktandards applica e to the SBIC prograr
ot her SB'R. pr-DrdedqduBiBrleCs 1licensed after the date
bruary 17, 2009) to certify that at least 259
erprises. A smaller enterprise i1is a company t
thmofenbphan $6 mildavxnnamdi nvemagtfonftke prec
more than §$2 misl Isiizre osrt amedeatrsd tilme t hRA i ndust r
maril’ engaged.

ASBI C | oocebmsfeod e Febrtulmlwgmod 7r e20609ed any SBA 1 eve
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18SBA, “Small Business Size Standards: Inflaedraln Adjust ment
Register3364733669, June 12, 201Zhe previousSBIC alternative size standamghich was established in 1994, was

tangible net worth not in excess of $18 million and average net income after federal income taxes (excluding any carry

over losses) fothe preceding two completedfiscaly r s not in excess of $6 million. See
Standards: Increase Size Standard of Small Business Concerns Eligible for Assistance by Small Business Investment

Co mp a n i kederal’Regis®1695316956, April 8, 1994. The 1994 final rule used net worth, as opposed to

tangible net worth. In 1996n¢ SBA replaced net worth with tangible net worth for both the 504/IBBxCguaranty

program and the SBIC program *“ nghlewaalue and shoutd mot bedakeninto a s goodwi
account during calculation of SBAt “WamtlH fBars ilhess &SpEreo Salan
Federal RegisteB282, January 31, 1998he previous alternative SBIC size standard of no more$anillion in net

worth and no more than $2 million in aftiexx net income was established in 1979. The previous alternative SBIC size

standard was a small business concern that does not have assets exceeding $9.0 million, does not have net worth in

excess of $4.0 million, and does not have after average net income for the preceding two years in excess of

$400, 000. See SBA, “Small Business Size Standards: Increas
Assistance by Small Business Investment@amn i e s or by De v e |Federal KRegisteb6815np ani es , ” 44
September 28, 1979. Also, sE2C.F.R.8107.700; 1¥.F.R.8107.710; 1X.F.R.8§121.301(c)(1) and 1G.F.R.

§121.301(c)(2)

154 SBA, “Small Business Investment Companidseverage Eligibilitya nd Port fol i o Diversification
74 Federal RegisteB3912, July 14, 2009.

15513 C.F.R.8107.710.
156 |bid.

Congressional Research Service R41456 - VERSION? - UPDATED 35



SBA Small Business Investment Company Program

omh D 0w e )
o ®ao®w~gm O \©-Wn
— oo~ W

- wn =gy »

I C |1 oocbmesfeod ¢ IFe,bruthfesy elcaci ved a SBA leverage
er Febrmasty mdet 20BO® 20% threshold (plus 100Y
million) for financing provided before the d
ruwar 20109, and the 25% thresh®ld for financin,

Cs are not allowed to ,fnwesitcei m ntdhea nfvelsltanwinn g
f ttnyaprec el ea s i,mEgi mpme a & dceosmpaal n icesst awiet hhdiers s t han
ets and employpassiwvet be Umniswad Swustaesses (t
ular and contigpauroucso thmaniness st loapte rwmitlilonys e t he
m®inmdaddition, SBICs may Indtuspmewisdevhfowsmred sprfioc
iness activity 1s deemed contrary to the publ

n ope

i
t
a ford¥g ration.

Small Business Application Process
Small business owners int erseesareodh ifno rr eaccetiivii en gS BIB
the 'SBABI C ¥iThecdompmpoatiodeys contact information f
sorted by state sl tp rael fseor riendc 1 midneismutnh ea fSABBInffa x i mu m
range, the type e@effjudapitamlezprnauyiindenddiubogdinated
secured term,)  orfpredifeg retdagd optkeference (e. g.,
expansiohatsengetage), industry preference (e. g.,
envirosmmenddistribution), geographic preference
specific state or statse sflo,cusnd ea gdes cerqiupttiyorc agpfi f
companies for e x poatnasri gwent iamgl caoc nypeaisrs iicetfsi awti t lThe arsetv e$n
mil1lion aintdy partoftihteat)tjf;}lme of financing
After locating a suitable SBI C, t he small busine
addresses’st ppebmstiimensss management, femamc¢sal cor
The typical business plan includes the following
T the name of the business as it appears on the
communi t yi ti no pwehriacthe s
T the city, county, and state @efsthbe principal
facilities;
T the form of business organization and, 1 f a ¢
incorporation;
BTbid.; and SBA, “Small Blevwrage Eligibilityland Pertfolio Rivensificatoro mp a ni e s

Re qui r e mkedetakRedisteB3912, July 14, 2009.

15813 C.F.R.8107.720. SBICs are generally prohibited from investing in passive businesses. SBIC program regulations
provide for two exceptions. The first provides conditions under which an SBIC may structure anémeéisough up
to two levels of passive entities to make an investment in @assive business that is a subsidiary of the passive

business directly financed by the SBIC. The second enables

financing to a small business through a passive, wholly owned C corporation, but only if a direct financing would cause
the SBIC’s investors to incur Unrelated Business Taxable
exception is commonly knowes a blocker corporation. The SBA has issued a proposed rule to expand and clarify the

use of SBIC passive business investments. See SBAma 1 1 Business [RassivesBusinesat Companies

Expansion & Technical Clarifications80 Federal Registe60077-60082 October 52015.
159 | pid.

160SBA, AII“SBIC Licensees By Statedt https://www.sba.gogbontentsbic-directory.

161 |pid.
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T a description of the business, including the
rendered;

T ahistory of the general development of the pr
five years (or since inception);

f mformation about the relative 1importance of
the volume of the business and its profits;

T a descrtihpet s osnemwedal and physical property and
business ventures;

T a description of technical attributes of 11ts

1T detailed informasiomsabmetr bheebusnomé¢smding p
cuosmer s ;

T amarketing survey or economic feasibility stu

T a description of the dfss tprriobduutcitosn osry ssteernv ifcoers
T a descriptive summary of the competitive <con
business 1is e ncgoangpeedt,i tiinwel upda snigt iiodms rel ative t
smallest competitors;

T a full explanation Bndrdwmmegr podfi ctikes ;jbusine:
T brief resume’s ménétppembnsipessonnel and princi
including their aegsess,e xplearciactn coen;, and busin
T banking, business, and personal references fo

for the principal owners;

T balance sheets and profit and loss statement s
from inception);

T detailed projectnsoenss, oafn d emeetn ueeasr,n iemgse for t h

T atatement of the amount of funding requested
funds ;

T the readreenguefsotr for funds and a densdcription o

T adescriptiont hhbei sttdnxepdoetmgfii ns from the financin

expansion, 1 mprovement iunc tfiionna n coira li npcorseiatsieo ni,
effiyfency

Because SBICs typically receive hundreds of busi
small businaspeocwmamnd sedlrral or introduction t
manager being ttalreg eltiekde Itioh domd rtelaaste t he business
cons i"Aredr di Smatb Bheiness al'n hostomrg hAlsltiuadnyc @ n
mustemtnalke before it can make a fin¥t decision c

162 Small Business Investor Alliance (formerly the National Assamiatif Small Business Investment Companies)
“SBIC Fineahy-8t ag, ” S We p athttp:dwww.sbia.or@@pagessbic_financing

163SBA, SBIC Program: Seeking Financing fasur SmallBusiness &t https://www.sba.gowfficesheadquarters/
ooi/resourceg/905

164 Small Business Investor Allian¢tormerly theNational Association of Small Business Investmeoi@aniey,
“SBIC Finaby-8t ag, ” S We p athttp:dwww.sbia.or@pagessbic_financing
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